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PRESIDENT’S PAGE 


Recently I have heard several com- 
ments referring to the ‘‘average’’ 
man or the ‘‘average’’ of whatever 
zroup happened to be the subject of 
che conversation. It is apparently as- 
sumed that there exists an average 
gerson in every group. This has 
orompted me to speculate as to 
whether people might imagine there 
‘ss a person who would be the average 
member of our Illinois Society of 
Certified Public Accountants. 

The question follows, ‘‘Who would 
seek out the average CPA?” 

_ The answer might be that only a 
statistician would be interested in the 
gerson who would have all of the at- 
‘ributes of a computed ‘‘average.”’ 
An accountant would, of course, pre- 
fer to be sought after by a potential 
slient or employer. We, therefore, are 
all interested in developing attributes 
which place us in a class which gives 
as standing as individuals rather than 
is statistics. 

The engagements accepted by a sole 


practitioner CPA and the responsibil- 
ities placed upon a member of an ac- 
counting organization, large or small, 
call for something more than average 
performance with respect to the par- 
ticular activities to which the ae- 
countant is asked to direct his atten- 
tion. 

Not all members of the accounting 
profession, and not even all of the 
members of The Illinois Society of 
Certified Public Accountants, will at- 
tain the maximum proficiency in every 
aspect of accounting. The secret of 
success for the accountant, as is true 
with respect to any professional man, 
is that there are one or more specific 
areas in which he is able to make a 
contribution and perform work far 
above the average level. Success 
comes, therefore, when a man develops 
a proficiency in serving the business 
community as regards whatever en- 
vagements he undertakes. These tasks 
may embrace the auditing of relative- 
ly small businesses, the auditing of 
the accounts of the larger corpora- 
tions, assisting the individual busi- 
nessman or the large corporations in 
improving their record keeping tech- 
nique, assisting business in a proper 
determination of tax obligations, and 
any number of other activities. 

Superior performance, or even per- 
formance at or just slightly above the 
level of ‘‘average,’’ is a result of con- 
tinuous effort for improvement and 
study. 

At the outset of the fiscal year for 
which I will be serving as President, 
it seems appropriate to state that the 
over-all goals adopted by the Direc- 
tors of the Society for the current 
year call for, first, continued emphasis 


upon the necessity for adherence to 
the highest ethical and technical 
standards and, second, further de- 
velopment of a program to create 
keener understanding of the signifi- 
cance of the CPA certificate by, among 
others, CPAs who need to be encour- 
aged to continue their professional 
development. 

The objectives of The Illinois 
Society of Certified Public Account- 
ants include the rendering of assist- 
ance to members in obtaining knowl- 
edge and developing abilities in such 
manner that there will be outstanding 
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performance. If the individual mem- 
ber will take advantage of the meet- 
ings which are planned and carefully 
study the printed matter received 
through the mails, he will find himself 
doing his work better, obtaining in- 
creased confidence, and attaining a 
position as an accountant in which he 
is recognized as above average—what- 
ever ‘‘average’> may mean with 
regard to his particular activities. 


Poprc a Meffbran 


PROFESSIONAL =ACCOUNTING 
ANSWERS ITS CHALLENGE 


By JoHN W. QUEENAN 


I UTURE IN GENERAL 


When I speak to you today about 
the future of our economy and of our 
profession, and of the ability of both 
to meet their challenges, I must admit 
that I speak as an optimist. Prac- 
tically all of the tested economic in- 
dicators not only point toward a 
strong business situation in the next 
few years, but in addition presage a 
broad economic expansion of startling 
proportions. The onward surge of the 
projected population growth of our 
nation, and of our increasing pro- 
ductivity per capita, makes any fore- 
east beyond the next ten years a 
rather fuzzy one. 

Our recession on a national scale 
is behind us, but there are still pockets 
in our economy where the recovery 
has not shown itself, neighboring 
Michigan being an outstanding ex- 
ample. This is not surprising, how- 
ever, when we consider that such an 
eminent authority as Martin R. 
Gainsbrugh, Chief Economist of the 
National _ Industrial Conference 
Board, tells us that the downward 
trend from July, 1957 to April, 1958 
was the most severe nine-month de- 
cline in the history of our country. 
So, although the recession on a na- 
tional basis was short-lived, it was 
violently severe, and some of our 


industries were hit so hard that they 
are still groggy. But the evidence is 
unmistakable that the economy as a 
whole has recovered and is moving at 
a very rapid pace. 

When I was a boy in Aurora, just 
a few miles from here, construction of 
the St. Lawrence Seaway was still in 
the dream stage. Now after years of 
debate which preceded its final ap- 
proval in 1954 by both the Canadian 
Parliament and our Congress, the 
reality of a channel with a minimum 
depth of 27 feet, which will be ours, 
opening to ocean-going ships this 
entire great area of inland seas, 
brings prospects of expanded benefits 
and economy which at the present 
moment I believe are incalculable. 
Chicago, I think, is certain to get an 
important part of Seaway traffic, 
thanks to its industry and to the 
natural advantages of its geographical 
position which gives access to vast 
sections of our country served through 
its large rail and truck connections. 
“Ny will 
ereater total commercial life and in- 
dustrial power for the continent as a 
The Great Lakes will have 
become the fourth seacoast of the 
United States. 

Add to these immediate national 
changes those of the near future hay- 


here almost certainly be a 


whole. 


NN _._ | eee 
JOHN W. QUEENAN, a vice-president of the American Institute of Certi- 


fied Public Accountants, 


is a partner in the firm of Haskins and Sells, 


New York. This article is adapted from a paper presented at the annual 
meeting of the Illinois Society which was held in Chicago in June, 1959. 
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missiles, 


ing an international impact 
satellites, and space travel, to mention 
only a few of the more glamorous— 
and you see a world on the verge of 
vast scientific and industrial develop- 
ments which may well change our way 
of life and, indeed, our whole outlook 
as it relates to our fellowman. 
What, then, will be the impact of 
all these factors on our progress as 
a professional group? For one thing, 
they certainly will place upon our 
profession additional obligations and 


responsibilities and—a point we 
should not overlook—additional op- 
portunities. There will be not only 


massive growth of population but 
also a broad growth of our profes- 
sion. If we merely continue to move 
along as we have been doing, the 
volume of our work and the number 
of certified public accountants could 
be expected to increase just as a 
matter of arithmetic in harmony with 
our expanded national statistics. But 
the more probable result to look for 
is that the demand for our services 
will increase much more rapidly than 
in direct relation to the increases in 
the gross national product and in our 
population. The certified public ae- 
countant has contributed importantly 
to the rapid growth of the industrial 
economy. He will not be content with 
what he has already achieved, I am 
sure. With new fields of knowledge to 
master, the accounting profession is 
being continually called on to improve 
the competence of its members—to do 
better, today and in the future, the 
things we now profess to be able to do 
well; to attain a degree of skill in 
new areas compatible with existing 
areas of expertness. 


The experience and professional 
knowledge of trained accountants 


have never had greater scope and the 
expanse of the future should prove to 


be infinitely more dynamic than the 
past. 


PROFESSIONAL STATUS OF ACCOUNTING 


Accountancy has made such great 
progress in achieving acceptance by 
the public that it should rank as a 
gvenuine profession rather than as a 
specialized vocation, but reservations 
still exist in some quarters. We need 
to move forward on a broader front 
and to take steps to consolidate our 
oains. 

Professional standing is not at- 
tained without acceptance of respon- 
sibility. The heavier the responsi- 
bility, the loftier the profession. There 
are a number of marks identifying 
a profession, such as adherence to a 
code of conduct, self-discipline, high 
standards of education, and signifi- 
cant pubhe service—but the quality 
that really sets apart the professional 
endeavor is the presence of significant 
responsibility and the willingness to 
accept it. 


Our CHALLENGE 

The very progress already made in 
achieving acceptance of our profes- 
sion and the outlook for the future 
challenge us to meet our responsibil- 
ities and, by eliminating weak spots, 
to strengthen the profession inter- 
nally, broaden our field of service to 
chents, and sharpen our sense of 
responsibility to the public. No single 
discussion can pretend to cover with 
any degree of completeness a subject 
as vast as this. My remarks, there- 
fore, will be confined to the more 
general and, in the long range, more 
basic matters that face our profession. 


ATTRACTING, DEVELOPING, AND 
RETAINING OUTSTANDING TALENT 


The demands of the future will re- 
quire Many more trained accountants 


PROFESSIONAL ACCOUNTING 


vith a higher level of education than 
wt present. The vitality of any pro- 
ession depends in substantial measure 
yn a steady influx of young men of 
‘haracter and professional promise. 
The future of the accounting pro- 
‘ession would seem to require an 
sver-increasing stream of such young 
nen. 

This is a serious situation. What 
should the profession do to attract a 
arger number of the right kind of 
ndividuals? Should we change the 
sducational requirements? What kind 
yf experience should a man _ have 
vefore being accepted as a CPA? 
When a person decides to become 
in accountant he is accepting the 
-esponsibilities of the profession. He 
S also assuming certain social, ethical, 
nnd legal obligations associated with 
he unique character of our work and 
ts relation to the pubhe. The crux 
of the matter, therefore, is attracting 
he right kind of people, who are able 
and willing to acknowledge these 
arger aspects. 

We need to consider further the 
vays in which promising high school 
students may be channeled into ac- 
‘ounting. We have done very little 
us a profession in the way of attract- 
ng outstanding high school students. 
Jur profession is too young to have 
che traditions of law and medicine 
which have a strong public service 
appeal. Somehow, we must find a way 
of interpreting the nature and signifi- 
vance of accounting to young minds. 


EDUCATION 

We must refine the present method 
of accounting instruction. We must 
set new patterns in professional ac- 
-ounting education. We must develop 
che professional teaching of account- 
ancy. We must devote more profes- 
sional leadership to establishing more 
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effectual haison with the schools and 
their correlated —activities—profes- 
sional and educational. We must pro- 
vide financial assistance that will lead 
to improved educational background 
for those entering the profession. The 
colleges and universities are in a 
ferment of new ideas and new spirit 
and the profession must do better 
than keep pace. It must lead. 

The need for re-examining the edu- 
cational and experience requirements 
for the CPA has long been recognized 
by many leaders of the profession, 
and important phases of the problem 
were thoroughly reviewed in a real- 
istic report published three years ago 
by the Commission on Standards of 
Education and Experience for Certi- 
fied Public Accountants. The prin- 
cipal recommendations concerned, 
first, emphasis to be placed on formal 
academic traiming; second, the part 
of the training’ of a CPA to be ac 
quired through practical experience ; 
and third, the timing of that experi- 
ence in relation to the CPA exam. 
mation, At this year’s spring meeting 
of Couneil of the American Institute, 
there was adopted a definite poliey 
with respect to education and experi- 
ence requirements for CPAs, em- 
bodying the Commission’s  recom- 
mendations. The poliey recommends 
a baccalaureate degree and eventually 
a fifth year of collegiate study for 
CPA candidates, but would retain the 
requirement of some accounting ex- 
perience before the certificate 
awarded. 

Just as considerable time elapsed 
before uniformity in the CPA exam- 
ination could be brought about, it may 
be a long time before differing opin- 
ions regarding these poimts are re- 
solved on a national basis. But I am 
certain there will be complete unan- 
imity about the kind of end product 
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we want. We will want to develop 
and support those policies in educa- 
tion and practice that will prove more 
emphatically to the public that the 
CPA certificate is an evidence of 
superior technical skill and profes- 
sional responsibility. 

We will want to establish policies 
that will add emphasis to the pro- 
fessional standing of accountancy. 

We will want to support and 
strengthen two of the mainstays of 
the CPA—objectivity and independ- 
ence. 

The achievement of such an end 
product will require patience, the ap- 
plication of tough thinking, and much 
common sense. 

It represents a challenge that is 
worth the serious attention of each 
one of us. 


ConTINUING HDUCATION AND 
SELF-DEVELOPMENT 


All of our challenges, when reduced 
to their common denominator, are 
met through a broad program to in- 
crease the competence and stature of 
CPAs, in areas both of formal edu- 
cation and of continuing education 
and _ self-development. 

It is good to know that this Illinois 
Society is discussing the question, ‘‘ Is 
Your Professional Development Con- 
tinuing?’’ An affirmative answer to 
this question is essential if we are to 
face up to all our challenges and 
opportunities on a broad front. 

The American Institute, through its 
new Division of Professional Develop- 
ment, 1s taking the lead in meeting 
this important objective. Your Illi- 
nois Society, like CPA societies of 
many other states, has not only re- 
sponded to the call issued by our 
national body but has itself initiated 
many important steps. 


N 


We as individuals have a solemn 
obligation to develop ourselves to the 
fullest extent. We are all gifted in 
various Ways in varying degrees. Our 
responsibility is to utilize these talents | 
in the most effective way. simply 
stated, as each year goes by, we must 
become better accountants. Each must | 
accept the hard disciplines of con- 
tinuing education, the rigors of | 
creative thinking, and the responsi- | 
bilities of professional activities, not 
only in our own personal interest but 
in the interest of society as a whole. 


UNITED STATES 


We are fortunate that in account- 
ing there are the room and the need | 
for the exercise of experienced judg- | 
ment, intelhgent thinking, and imag- 
ination. Out of these ingredients are 
bred new ideas for improvement, ad- 
vancement, and increased efficiency 
and economy. This presents an im- 
posing challenge to the profession. It 
is up to us, as a profession, to con- 
tribute our share of such new ideas. 

Considerable progress has been 
made over the past twenty years in 
the development of accounting prin- 
ciples, beginning with the study 
which was the basis of the Statement 
of Accounting Principles by Sanders, 


| 
ACCOUNTING PRINCIPLES— 
| 
| 


Hatfield, and Moore published in 
1938. The Accounting Procedure 


Committee of the American Institute, 
which was established in the same 
year, has accomplished much in pro- 
moting the development and recog-_ 
nition of accounting principles, and | 
in advancing their observance per- 
haps to a greater extent than any- 
where else in the world. 

While we have made marked prog- 
ress in developing a set of account- 
ing principles that have become in- 


aluable in clarifying and improving 
sorporate accounting, I fear we have 
not made similar progress in achiev- 
jing greater uniformity in applying 
these principles. This is one of the 
chief criticisms directed at account- 
nts today. Comparisons of com- 
panies, it is contended, are difficult 
because of the apparent lack of uni- 
formity in applying accounting prin- 
ciples. We should strive to narrow 
the differences in application wher- 
ever we feel that greater uniformity 
is possible and desirable. In  situ- 
ations where uniformity is not prac- 
ticable, our aim should be to gain a 
better understanding of the problems 
involved through educational efforts 
in the field. 

The profession must continuously 
jseek to widen public understanding 
of the fact that operating results and 
financial position reflect not unim- 
jportantly the attitude and philosophy 
of company management and that net 
jincome is not just a figure produced 
‘by a calculating machine. 

We also need to inform the public 
that apparent differences in applying 
accounting principles frequently are 
ithe result of a ‘‘going concern’’ ap- 
proach in one instance, a ‘“‘lquidat- 
ing’’ approach in another, and per- 
haps a mixture in others. 

While I believe that we can make 
jmore progress in achieving greater 
uniformity in applying accounting 
principles, I am also convinced that 
there is a limit to uniform application. 
The free enterprise system and, in- 
iced, constructive and informative 
accounting cannot exist in a strait 
jacket. The best proof of this is our 
experience with charts of accounts 
and accounting procedures promul- 
gated by regulatory bodies for an 
industry. The profession must, by 
‘assuming responsibility in this area, 
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demonstrate the deadly inertia pro- 
duced by such restraints. 

The current program on the part 
of the AICPA in connection with re- 
search in accounting deserves our 
full support. As approved by Council 
at its spring meeting, a director of 
accounting research and members of 
a new research staff will be selected as 
soon as possible. This staff will fune- 
tion in cooperation with an Acecount- 
ing Principles Board, which is com- 
posed of representatives of industry 
and the teaching profession as well 
as members in practice. This con- 
stitutes a new approach to the means 
by which accounting research should 
be undertaken, accounting principles 
promulgated, and adherence to them 
obtained. In years to come, I am cer- 
tain we will look back to this event 
as one of the landmarks in the history 
of our professional development. 


ACCOUNTING PRINCIPLES— 
INTERNATIONAL 


On a broader front, we face too the 
challenge of lessening the divergences 
that exist in accounting principles 
and in their appheation on a global 
basis. One need do no more than 
read the financial pages of our daily 
hewspapers to realize the impact of 
international trade and foreign in- 
vestment on our economy. 

Despite the ever-growing inter- 
relationship of the nations of the 
world in international trade and 
finance and the need for informative 
financial information between the 
parties, there remain many differences 
in accounting practice among various 
countries. Codes of accounting con- 
ventions and authoritative groups to 
define and promote their application 
do not exist except in English-speak- 
ine countries and in Germany and 
Holland. Fixed assets are frequently 
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revalued to recognize currency de- 
valuation. Only in the United States 
is the Lifo valuation of inventory 
recognized, In Great Britain, on the 
other hand, direct costing is an ac- 
cepted accounting convention. Income 
tax liabilities are often not accrued at 
the end of the period to which they 
apply, but are expensed in the next 
year when paid. Consolidated finan- 
cial statements are unknown in some 
areas. Stock dividends are treated as 
income in some instances. 

These are but a few of the differ- 
ences that exist in practice through- 
out the world. Similarly, auditing 
standards, disclosure standards, at- 
titudes toward independence, and re- 
port terminology differ considerably. 
There is no doubt that we have our 
hands full in reducing the number 
of variations now existent in practices 
and standards in our own country, 
but I believe concurrent attention 
should be given to this over-all prob- 
lem of accomphshing a greater con- 
formity among nations in their treat- 
ment of similar accounting matters. 
Meetings of the International Con- 
eress on Accounting such as those 
held in London in 1952 and in Am- 
sterdam in 1957, and the one sched- 
uled for New York in 1962, do much 
to emphasize the differences that exist 
and to provide the groundwork for 
attaining greater uniformity. 


INTERDEPENDENCE OF MEMBERS 
OF THE PROFESSION 


Perhaps the greatest need in the 
present stage of development of our 
profession is a more widespread recog- 
nition of the interdependence of its 
members—of the fact that the effect 
of the actions of each member on the 
prestige and character of the profes- 
sion is either positive or negative. It 
is seldom neutral. Hach accountant 


has a duty to his contemporaries that 
pertains to such matters as ethics, 
conduct, and furtherance of the pro- 
fession’s affairs. Laxity in the dis- 
charge of duties concerning ethics 
and competence may take away from 
what the profession has attained and 
from what the accountant has won 
at great effort. None of us can expect 
to gain in the long run by making 
temporary capital at the expense of 
the other. 

Just as the conduct and work of 
each certified public accountant affects 
the profession as a whole, so too is 
the standing of our profession tinged 
with the actions of non-certified ac- 
countants. As much as we may wish 
to disassociate our profession from 
non-certified accountants, the fact re- 
mains that we have not successfully 
done so in the public mind. We have 
a responsibility, therefore, reluctant 
though we may be to accept it, not 
only to educate the public as to 
differences among classes of account- 
ants but to do everything possible to 
bring about regulation of all publie 
accountants and to assist them in 
raising their level of competence and 
performance. If we are to convince 
the public that the certified public 
accountant belongs in the professional 
sphere and that the non-certified ac- 
countant operates in the area of the 
technician, our performance must 
merit that conclusion. There is no 
lack of opportunity for all CPAs to 
use their talents to the full extent 
of their professional competence. The 
time has come, I feel, for CPAs to 
leave such work as bookkeeping for 
the technician and to concentrate on 
fuller use of their professional train- 
ing, 

Over the years various members of 
small and medium-sized accounting 
firms have expressed 


concern over 


their own problem of survival, par- 
‘ticularly where the location of their 
ipractice brings them into continuing 
fassociation with national firms. 
)Mergers of various accounting firms 
jhave raised questions as to whether 
it is inevitable that all work be con- 
centrated in a few large firms. First 
jof all, I should like to emphasize not 
jonly that there is room for both types 
of practitioner, but also that our 
jeconomy today demands that we have 
small and large firms of certified 
fpublic accountants. And this is just 
as true in Chicago as it is in New 
sYork City, or Houston, or Los 
jAngeles, or any other city where 
jbusiness is being done by giant in- 
ternational corporations, medium - 
sized corporations or partnerships, or 
sole proprietorships. 

A word you will hear many more 
itimes in this meeting is service. 
pService is the key to progress. It 
symbolizes that the interest of the 
jpublic we serve must be our first con- 
sideration at all times. If each of us 
concentrates on following this test of 
action, other practitioners, including 
national firms, become not competitors 
but contemporaries. The result of the 
striving of each of us to raise our 
own professional stature will not only 
bring to each as much work as he can 
icompetently handle, but also will 
serve to engender in the public as a 
lwhole a greater respect for all prac- 
ititioners, large and small. 

In the interest of serving clients 
better or of insuring continuity of 
such service, many an individual 
practitioner or small firm has merged 
his practice with another comparable 
group. There are obvious advantages 
in considering such a serious moye, 
but, unfortunately, in many cases 
such moves are matters of expediency 
because of neglect of certain essentials 
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in the past. The need for merger can 
be avoided by meeting the demand for 
special services and by makine ade- 
quate provision for continuity of the 
firm. In a three-partner firm, for 
example, one partner might concen- 
trate entirely on tax matters. The 
second could train himself to become 
expert in the field of management 
advisory services. The third partner 
could handle audits and would be 
responsible for the general adminis- 
tration of the practice. This does not 
mean that each partner would devote 
his entire time to his specialty only, 
nor should he divorce himself from 
the other phases of the practice. That 
survival of a firm as a continuing 
entity is contingent upon due atten- 
tion beine eiven to two principal 
vital areas seems quite clear. First, 
the firm must steadfastly maintain 
its competence to serve its chents by 
continuous effort at improving its 
techniques, its staff, its ethics, and its 
reputation for top-level work; and 
second, the partners must make ade- 
quate provision for continuing their 
firm by developing staff members to 
the point where they can be admitted 
as partners and by providing for the 


orderly retirement of existing part- 
ners. If these conditions are met, 
there is no reason why any firm 
should not perpetuate itself. 

In our own organization we have 
had a number of mergers with 
smaller accounting firms over the 


years, and other discussions that did 
not materialize in a tangible way. It 
may surprise you to know that over 
95 per cent of these mergers and 
merger discussions were initiated by 
the other parties, the smaller firms. 
In many cases they come to us be- 
cause they had not included among 
their objectives in their early years 
that of a planned continuation of 
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their firm, with the necessary elements 
of planned partnership development, 
retirement, and succession. This as- 
pect of accounting practice—the 
ability to look ahead, to formulate 
future plans, and to act upon them 
on schedule—is a highly significant 
management factor in all public ac- 
counting organizations. The admin- 
istration and long-range planning of 
an accounting practice must not be 
a haphazard duty relegated to those 
moments when the partners think 
they will have the time to devote to 
it. 

The very strength and vitality of 
our profession require breadth in its 
composition by the participation of 
firms of all sizes, from sole practi- 
tioners to large national firms, and 
depth in the streneth of organization 
and competence of those firms. 


Pusuic EXPRESSION 


An important challenge to the cer- 
tified public accountant is the duty 
he owes society and the community 
in which he lives. This duty includes 
performing pubhe service of many 
kinds and taking an active part in the 
public forum, particularly when the 
accountant ’s competence fits him well 
to discuss the issues. Failure of the 
individual accountant to accept this 
duty may block his professional prog- 
ress, and failure of many to accept 
it may deter the advance of the pro- 
fession. The penalty for neglect of 
this duty is stunted growth. 

I think it is fair to say, however, 
that some of the other professions, 
such as law and medicine, sometimes 
do more than our own in expressing 
a sense of obligation to the public. 
The public’s appraisal of our pro- 
fession will most certainly be meas- 
ured in terms of the broad social 
objectives of other professions whose 
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members contribute to general com- 
munity improvement. We should en- 
deavor to participate with them and 
other groups as much as possible in 
solving problems of public interest. 

If people recognize that CPAs, 
with their special skills and tech- 
niques, are concerned with the com- 
mon good, the public will imevitably 
conclude that accountancy, too, works 
for the general welfare. These are the 
characteristics of a profession that 


are most apt to influence puble 
opinion. 
We must strive at all times to 


create a greater reservoir of puble 
knowledge about ourselves. 


ACQUAINTING THE PUBLIC WITH 
WHat WE Do 


At this point may I expand this 
theme with a few brief thoughts. My 
basic idea is this: need is urgent for 
better public understanding of the 
certified public accountant, what he 
does, and why he is important to our 
society. It is not difficult to under- 
stand the first reaction of many CPAs 
that the public be ‘‘educated’’ by 
means of a public relations campaign 
sponsored by their professional so- 
cieties. 

This is a_ responsibility these 
groups have met, and are meeting. 
We are all familar with the expan- 
sion of this theme by means of pam- 
phlets, trade-press articles, movies, 
radio, and television programs. 

This approach, if it is to culminate 
effectually, must be sharpened by in- 
dividual effort, and that is where you 
and I enter the scene. When we talk 
to clients in the terms of the chent’s 
problems, and how accounting fits in, 
we are helping in this effort. We can 
do the same in conversation with 
friends about careers for their chil- 
dren, with neighbors about their tax 


jproblems, with bankers about credit 
problems, and with lawyers in a wide 
wariety of fields. In the course of 
such talks it should be easy to in- 
dicate the technical and ethical stand- 


they do. Many people associate the 
hetivities of a CPA with examining 
jarge sheafs of paper or with adding 
fmachines and arithmetic; we must 
point up the importance of such 
factors as analysis, independent evi- 
flence, observation, and the result of 
all of these—the exercise of profes- 
ional judgement. 

Every day each of us makes cer- 
tain impressions on individual cit- 
izens—what we say, what we do, how 
jwe live, the fees we charge, how in- 
Hlependent we seem, how well in- 
formed we are—all of these result 
na sum total, the puble image of 
the CPA. Meeting the challenge in 
this all-important area of acquaint- 
ing the public with what we do is a 
Pontinuing responsibility for us all. 


[NFLATION 


Inflation, which challenges our 
JoHar, is a basic concern to every- 
me. I do not plan to devote much 
‘ime to this important subject, chiefly 
decause it has been much discussed 
dy Many groups in many places, but 
yn the other hand, I do not wish to 
‘gnore it in any discussion of chal- 
enges to accountants. This is one 
ve must meet, and meet squarely. 
Hiseal stability can be achieved 
through hard work, self-discipline, 
and determination, qualities which 
aave made America what it is today. 
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Our specific part in this pattern lies 
in our ability to improve accounting 
controls so that maximum cost. sav- 
ings and productivity growth are 
made a matter of record, for along 
with the recording and measurement 
of these factors comes an incentive on 
the part of industrial management to 
strive for even further progress in 
this direction. I am thinking par- 
ticularly of the part we can play in 
seeing that cost variations are spelled 
out im such a specific way that the 
factory-floor foreman, for example, 
gets prompt credit or blame for a 
favorable or an unfavorable perform- 
ance. The battle against inflation has 
its own firing lne, I am convineed, 
and it is there that we must fight to 
hold the line. 


CONCLUSION 


Expansion of our economy, scien- 
tific developments, mass growth of 
the population and of our profession 


will present many problems and 
challenges. But it is on the new 
frontiers that progress is born. Out 


of necessities arising from environ- 
ment the pulley was invented, later 
making possible the erection of great 
buildings and monuments. Out of the 
necessity to contend for professional 
recognition came the perception that 
in service and responsibility lay the 
keys to that end, and in being guided 
by these ideals we have seen our pro- 
fession achieve stature. If we face 
our challenges forthrightly we shall 
see that stature enhanced—standing, 
so to speak, as a monument to our 


public service. 


THE IMAGE OF 
PROFESSIONALTS 


By CHarues P. Rockwoop 


We are witnessing a_ scramble 
among new professions for recogni- 
tion. The pace is quickening, and 
public relations is in the midst of it. 
Time was when the professions were 
thought to consist of law, medicine, 


and the ministry, teaching and mili- 


tary arms. Now there are others, 
like accounting, architecture and 
engmeering, and there are many 


seml- or quasi-professions: insuranee, 
advertising, banking, journalism, the 
fine arts and pharmacy come readily 
to mind. 

Professionalism is also claimed by 
morticians, beauticians, watchmakers, 
florists, photographers, plumbers, 
and also by egg graders, dog trainers, 
well diggers and yacht salesmen! 


FostTERED SPECIALIZATION 


This is not necessarily bad. All 
things considered, it is probably 
good. Modern society has fostered 


specialization to the general better- 
ment of the more advanced economies. 
More people are better educated than 
they used to be and there is more 
training to be had in a wider variety 
of vocations. It has been noted by 
Professor Walter Gellhorn that nurses 
and other ‘‘semi-professionals’’ today 
must master a larger and more use- 
ful body of knowledge for the care 


of the sick than the entire medical 
knowledge of a century ago. People' 
like to distinguish their work from} 
mere ‘‘jobs.’’ The public relations: 
problem posed by the trend is this: 
the more vocations that strive for pro- 
fessional status and take unto them- 
selves professional trappings, the; 
harder it becomes to distinguish thems 
from other jobs. The image of pro-; 
fessionalism gets blurred. 

Running through all the eae | 
for this movement is the desire for} 
public recognition as a profession. In} 
the end, it is public opinion which be-} 
stows the coveted mantle. When it is) 
assumed otherwise, it is ill-fitting 
and the wearer looks comical. So, in| 
many respects, the attainment of pro-; 
fessional status is a public relations: 
problem. | 


Wuat Can WE Do? 


What can public relations do about 
it? Can puble relations lve up to 
expectations—for certainly the aspir- 
ing vocations are using it hopefully, 
and the older, established professions 
are too, lest the public forget. Since 
the goal is the achievement of publ 
recognition, let us see what it is that 
most pepole think of as professional. 
What is the pubhe’s image of profes- 
sionalism? And, if the 


image is 
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being blurred by the wholesale 


scramble for it, how ean it be 
sharpened ? 
Five generally recognized attri- 


butes of the image can be identified, 
each to be established clearly by all 
who would apply public relations 
techniques to enhancing professional 
status. 


Proressions ARE INDIVIDUALS 


Professionalism is a highly individ- 
ual quality to be found in individ- 
ual people. It is true that profes- 
sional men also associate for a variety 
of important reasons, and that asso- 
ciating is essential to the professions. 
But it is not simply organizing that 
makes men professional; it is the 
individual who professes. 

For example, in deciding whether 
to regard certified public accountants 
as professionals, the public makes 
up its mind by watching CPAs as 
people. The collective decision is 
made on Main Street, across the desk 
of every client, in church basements 
and PTA meetings and on the 18th 
and 19th holes of the golf course. 
It is for this reason that, while public 
relations solutions can be approached 
through organizations, the closer the 
application is to the individual, the 
nearer it is to suecess. Consequently 
the problem must be defined and solu- 
tions prescribed in terms that profes- 
sional people can understand and 
remember. It is the task of public 
relations to persuade them to be good 
ambassadors for their profession as 
a whole. They must never be allowed 
to forget that their individual for- 
tunes rise or fall with the group’s, 
and that they each have a personal 
responsibility for the group image. 

This manifestation of professional 
qualities by individuals makes it 
easier to demonstrate professionalism 


with public relations techniques, be- 
cause generalizations can be avoided. 
Professional attributes can best be 
revealed in terms of actions which 
people can understand and which 
make attractive copy: this profes- 
sional man was educated at a certain 
university and holds certain degrees. 
He travels to a distant campus to 
deliver a paper or attend a seminar. 
His subject was professional ethics, 
and so on. 


A GROWING Bopy oF LEARNING 


Professionalism supposes a body of 
learning and knowledge to be mas- 
tered. It is the job of public rela- 
tions to reveal it—a never-ending 
task calling for ingenuity not only 
on the part of the public relations 
specialist but by the professional man 
himself. Ceremonies can be arranged 
to recognize the passing of examina- 
tions and attainment of academic de- 
erees. The granting of leenses to 
practice is harder to celebrate, but 
it is by no means impossible. Din- 
ners can be given in honor of re- 
cipients, addresses delivered, photo- 
graphs taken of the awarding of the 
certificate. 


SHARING OF KNOWLEDGE 


It is characteristic of the profes- 
sional man that he shares his knowl- 
edge, his discoveries and opinions 
with his fellow practitioners. Profes- 
sionalism and trade secrets don’t 
mix. The public stands to gain by 
this unselfish circulation of wisdom 
and technique, and the profession 
is thereby distinguished from more 
competitive trades. An appropriate 
way of attracting attention to indi- 
vidual contributions to the body of 
knowledge is by the awarding of 
medals. The authorship of books and 
articles can be given public notice, 
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So can professional meetings which 
demonstrate the willingness of prac- 
titioners to travel at their own time 
and expense, tax deductions notwith- 
standing, to absorb more skill and 
understanding for the benefit of their 
clients as well as to enhance their 
own prestige. The profession’s con- 
cerns can be revealed to the public 
through press reports of the list of 
subjects for discussion. 

A further characteristic of profes- 
sional knowledge is that it is always 
erowing. We have extra confidence 
in the practitioner who keeps up 
with the current literature. His par- 
ticipation in continuing education 
programs and seminars makes news. 

A professional man must be more 
than an expert. His learning must 
be broad, encompassing a wide cul- 
ture and general understanding of 
affairs. This permits him always to 
relate his specialty to the whole and 
to see significance to society in what 
he does. He then naturally acts like 
a significant person and is accorded 
deference outside his chosen frag- 
ment of human activity. He should 
be urged on publie relations grounds 
to speak out on issues of public con- 
sequence in which his specialty has 
some bearing. 


CONCERN FOR THE ComMoN Goop 


Professions are expected to show 
a concern for the public welfare. 
This is an outgrowth of the signifi- 
cance of their specialty to society, and 
it can be expressed visibly for public 
relations purposes. For example, 
lawyers know that the need for their 
skills as advocates arises only in a 
lawful society, and they consequently 
promote wide respect for the law 
through such devices as the new 
‘‘Law Day—USA.’’ Doctors should 
show an interest in a high level of 


public health, for without it their 
attention would have to be restricted | 
to a much lower order of medicine | 
than is generally practiced today. 
Their support and staffing of public | 
and private agencies and organiza-| 
tions in this field should be publicized. | 
Certified public accountants would | 
find less demand for audits and ac-| 
counting work in an_ elementary) 
economy lacking a public acceptance 
of high standards of disclosure and_ 
accountability. So they promote busti-| 
ness ethics and fair representations | 
in financial reporting. 
Professional men also express their | 
concern for the common weal in areas } 
outside their specialty. Many com. | 
munities are accustomed to their! 
leadership in all manner of civic, | 
eultural, charitable, educational and | 
religious activities. Groups desiring | 
professional status should urge their 
members to bring their judgment and | 
experience to the councils of govern- | 
ment, legislative halls, and organized 
efforts for the benefit of their com-| 
munities. In doing so they reveal| 
those qualities of mind and character | 
that earn prestige and confidence, | 
and they reveal them to a far wider | 
circle than their immediate chents_ 
who presumably know their virtues} 
already. : 
A degree of selflessness is looked 
for in the professions. Made up as. 
they are by human beings, this qual- 
ity is not uniform. Some individuals 
achieve it more than others, and some 
professions more than others. None 
of them is expected to go broke in the 
process. To do so would defeat the 
end of service. But the public expects 
a certain altruism of the professions ; 
people have come to recognize it as 
a hallmark of professionalism, and 
they accord professional status more 
readily to those vocations that ex- 
hibit it than to those that do not. 
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A CopE oF Ernics 


It is characteristic of the profes- 
sions that they govern themselves by 
a code of ethics devised in the public 
interest as well as to protect the mem- 
bers themselves. These codes pro- 
claim that the members of a profes- 
sion are dedicated to applying their 
talents to the publ’s benefit. They 
also lead members to behavior which 
will attract the public’s confidence. 
People have to trust a professional 
man because they have few ways of 
appraising his work. They frequently 
must take his competence on faith. 
John L. Carey, Executive Director 
of the American Institute of Certi- 
fied Public Accountants, has pointed 
out that ethical codes of true profes- 
sions can do much to insure com- 
/ petence and the proper use of that 
competence. He also notes that ‘‘ good 
ethics are good business.’’ 


Copes KNown tO EXIST 


While these codes are generally 
known to exist, the public seldom sees 
evidence of them, and people tend to 
forget how well they are protected 
against abuses of their confidence. 
When they do glimpse ethical codes 
at work, they are reminded at once 
that they are witnessing true profes- 
sionalism in action. The lawyer dis- 
barred, the minister unfrocked, the 
CPA deprived of his certificate, all 
these represent the powerful censure 
of the offender’s peers and ‘a warning 
signal to the public. These measures 
are taken with painful deliberation 
and usually with distaste. It is an 
unpleasant duty to deprive a_pro- 
fessional man of his good name and, 
frequently, his means of livelihood. 
Perhaps compassion is one reason 
why such discipline is often dispensed 
without public notice. Or perhaps 


the judges are loath to disclose the 
existence of malpractice. 

Whatever the reason, one of the 
important and symbole attributes of 
professionalism is less visible to the 
pubhe than it might be. Voeations 
aspiring to professional recognition 
and those desiring to reaffirm their 
status might well consider whether 
disclosure of ethical machinery at 
work is not only an obligation to the 
puble but a logical method of achiev- 
ing their goal. 


INDEPENDENCE 


The independence of the profes- 
sional man distinguishes him from 
the crowd. Wise kings had little use 
for a vizier who was a yes-man. If a 
lawyer, CPA or public relations coun- 
sellor lets other considerations inter- 
fere with his professional judgment. 
what use is his advice to the chent? 
Success in a professional career has a 
lot to do with persuasiveness. The 
fear of losing a chent, which is the 
chief reason for lack of independence, 
is a poor foundation for persuading 
him. 

There is some danger of a miscon- 
ception spreading among many pro- 
fessional people that it is ‘‘good 
public relations’’ for them to look 
more and more lke the other fellow 
on Main Street. This belief is nour- 
ished in part by the 20th century 
trend toward conformity, a_ trend, 
incidentally, which makes the public 
relations task of sharpening images 
that much harder. 

This is not a plea for eccentricity. 
There are good public relations rea- 
sons why a professional man should 


establish membership in certain 
clubs, drive a suitable car and 
otherwise maintain an _ acceptable 
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Opportunities for Broader 
Management Services by CPA 


By Wiuu1am lL. CAMPFIELD 


During the past five years, the pub- planning, coordinating, and directing 
lic accounting profession has exhibited the over-all activities of their respec-; 
increasing interest in extending its tive enterprises. The areas covered! 
services to management beyond the are: (i) planning for long term growth! 
limited confines of opinions on finan- and service, (11) market research andj 
cial statements, accounting system re-analysis of consumer demand, and} 
view and installation, tax work, and (iii) improving the internal commu 
similar services related almost exclu- nication system of the enterprise. 
sively to historical financial data. For A portion of the work to be per-: 
example, the American Institute of formed by the public accountant ini 
Certified Public Accountants through the foregoing areas could be accrma| 
its Committee on Management Serv- plished as adjuncts to his conventional} 
ices by CPAs has prepared several examination of financial statements.| 
articles and bulletins classifying and However, the bulk of the expanded} 
delineating the variety of management service is likely to require special! 
services which are within the present analysis and examination apart from) 
or easily attained competence of certi- the conventional audit. 


fied public accountants. One further preliminary observa-| 
Notwithstanding this worthy inter- tion is in order. It is obvious that) 


est and work on the part of the pre- the public accountant must prepare] 
mier organization of professional ac- himself and staff, if any, in the special. 
countants, the writer believes that additional knowledge, skills, and atti- 
additional attention and effort need tudes necessary to render the ex-' 
to be devoted to focusing the ex- panded management services. For the 
panded services of public accountants accountant to assume such responsi- 
more closely on matters that le at the bilities without appropriate prepara- 
very heart of the management process. tion would be short sighted indeed. 

It is the purpose of this paper to set It is not deemed essential to the 
forth, in skeletonized form, some of development of the balance of this 
the significant general management paper to discourse on the methods or 
areas in which the unique knowledge techniques by which the publie ae- 
and experience of public accountants countant and_ staff should acquire 
can be used in practical assistance the necessary knowledge and_ skills 
to individual managements in better nor on the details of application of 


ae 
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OPPORTUNITIES FOR BROADER 


such knowledge and skills. Public ac- 
countants have in the past exercised 
resourcefulness and ingenuity in pre- 
paring themselves for broadened 
responsibilities. They can be ex- 
pected to continue this tradition in 
the future. 


FACILITATING LoNG RANGE 
PLANNING 


It is commonplace in mid-20th cen- 
tury that the long range continuity 
and profitableness of a large scale 
enterprise depend on the skill and 
timeliness with which its management 
achieves a delicate balancing and 
synchronization of the economic and 
human values affecting the enterprise. 
The rights, duties, and rewards of 
the many people who comprise an 
enterprise, do business with it, or have 
responsible interest in it must be con- 
sidered by management within the 
policy, structural, and operational 
framework of the enterprise. Inept- 
ness by a management in this regard 
could have disastrous long term effects 
both for the enterprise and for society 
as a whole. 

Since the well trained and _ skilled 
public accountant has experienced a 
wide and diversified range of eco- 
nomic transactions and business view- 
points, he is well equipped to aid a 


management in the formulation of 
policies and decisions. Accounting 


methodology and auditing techniques 
which he normally uses to accumu- 
late and communicate econonic facts 
about an enterprise can be expanded 
into an instrumentality for promul- 
gating policy, plans, and programs. 

Three specific sub-areas of planning 
in which public accountants can ex- 
pand their services to management 
are discussed in following paragraphs. 
They are: (1) assisting in the construe- 
tion of the framework or mold of the 
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long range plans which establish the 
institutional characteristics of the 
enterprise and its more or less perma- 
nent image, (ii) establishment of the 
methods and environment in which 
flexible, constructive planning is con- 
tinuously initiated, reviewed, and ad- 
justed to accommodate changes in 
enterprise operations and growth, and 
(111) accumulating and analyzing rel- 
evant basic data, and screening alter- 
native plans for the purpose of assur- 
ing that top management’s decision 
making is directed expeditiously to 
well conceived and important alterna- 
tive courses of action. 

The long term objectives and broad 
policies of an enterprise furnish the 
framework from which all manage- 
ment decisions are drawn. Clearly 
formulated statements of the ‘‘ basies”’ 
serve as a unifying euide in deter- 
mining specific project and period 
plans and programs, selecting re- 
sources, and in conducting and evalu- 
ating operations. Included in such 
statements should be concise and posi- 
tive identification of such important 
factors as: (i) the industry and _ so- 
cietal leadership level sought by the 
enterprise (this determination will 
materially influence the diversification 
and quality of product or service, size 
and seale of plant, pricing policies, 
labor relations, community activities, 
ete.), (ii) the degree to which the 
enterprise will emphasize dynamics 
or stability in operations, and (iil) 
the broad aspects of administration to 
be practiced, 1.e., whether centralized 
or decentralized administration, type 
of key administrators and other key 
personnel to be employed, kinds and 
range of advance planning, and the 
like. 

The well versed public accountant 
can be especially useful in synthesiz- 
ing accounting, economic, and other 
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statistical data which top management 
can use in constructing the basic pol- 
icy and mission framework. In the 
case of a fairly new enterprise or an 
established one which proposes to ma- 
terially alter its corporate image, the 
accountant’s initial contribution could 
be the systematic development of the 
data regarding prospective demand 
for products or services of the indus- 
try as a whole, factors affecting key 
supply sources, trends and changes 
in competitive conditions within the 
industry, and pro forma estimates of 
the relative standing of the enterprise 
with respect to share of markets, cost 
position, and competitive strength. 
With respect to the process of for- 
mulating long range objectives and 
goals, it is Important to note that at 
some point of time the management 
of a growth enterprise must determine 
the definite role the enterprise will 
play in the economy, the specific mis- 
sion which the enterprise will under- 
take on a long term basis, and the 
paths which rationally lead to con- 
tinuously profitable and socially use- 
ful accomplishment of that mission. 
These determinations usually repre- 
sent the initial definitive stage of 
development of the institutional char- 
acter or image of an enterprise. Since 
the modern concept of planning is 
tied to the notion of influencing events 
to happen that would not otherwise 
occur, it is quite apparent that the 
accountant who furnishes substantial 
assistance to management in construct- 
ing the matrix for long range plan- 
ning will have made an important 
contribution toward giving the enter- 
prise greater influence over its destiny. 
The second major area of policy 
making and planning in which the 
public accountant can extend his serv- 
ices is that of aiding in the estab- 
lishment of adequate methods and an 
enterprise environment which insure 


1 
| 
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{ 
continuous long term and short rang 
planning, review and analysis of such | 
planning, and timely synthesis and | 
adjustment of plans to take ndvantaal| 
of social and technological chang: | 
and innovations. 

Effective control of the over-all 
planning process will require that top | 
management (and the public account- | 
ant to the extent that a significant) 
portion of his time is devoted to coun- 
sel and assistance in the planning 
process) free itself from routine deci- | 
sion making in order to concentrate | 
on the larger and more important 
task of plotting the long range future. 
To achieve this freedom essential for | 
conceiving the premises that underlie | 
all planning and consummation of | 
plans, top management must have | 
prior assurances that the enterprise 
has a soundly devised and operating | 
organizational structure and relations, 
an effective system of control, ap- 


praisal, and measurement of actual | 
operations, and above all has fully 


qualified and imaginative personnel in 
all key positions. It is taken that the 
publie accountant will draw upon his | 
store of knowledge and experience to | 
help management obtain these prior | 
assurances, 

One of the most important reasons 
for planning is the opportunity to 
profit from anticipations of techno- | 
logical, political, and social changes 
which affect an enterprise. In order 
to take advantage of innovations and 
thus guide them along constructive 
lines, the management of an enter- 
prise must ‘plan its planning’ in a 
way to achieve flexibility of the type 
of military plans. The latter nor- 
mally consist of a long term and broad 
strategical plan together with the al- 
ternative courses of action or tactics 
that must be undertaken to meet re- 
quirements of temporary interim de- 
velopments without abandoning the 


| 
| 
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basie long range program. In anal- 
agous fashion, an enterprise must 
arrange its over-all planning in a 
manner to permit quick tactical ma- 
neuvers, where required, within the 
broader policy or strategy framework. 
The public accountant might well 
assist top management in establishing 
an orderly system for allocating re- 
sponsibility for design of plans, prog- 
ress review of plans in action, and 
post-action evaluation of the effective- 
ness of the plans. The over-all plan- 
ning scheme would eall for appropri- 
ate distinction, both as to content and 
responsibility, between the substantive 
planning involving broad enterprise 
policies, missions, and goals and the 
procedural planning associated with 
/ programming and scheduling of spe- 
cific projects and work detail. 
Inasmuch as the public accountant’s 
conventional audit examinations bring 
_ him into close contact with personnel 
/ and activities ‘‘across the board,’’ 
| he should not experience much diffi- 
culty in helping management create an 
) action-centered planning climate from 
} the top down. Important elements to 
} be considered in creating this chmate 
| are assignment to each key individual 
| of some definite time-phased part of 
) planning, the grant of clear cut au- 
) thority commensurate with responsi- 
| bility for planning, and the establish- 
/ ment of strict accountability for ac- 
)}complishment of assigned phases of 
| planning. 
| A third area of policy making and 
| planning in which the public account- 
}ant can be of assistance is that of de- 
‘veloping or improving the actual de- 
cision making process. Much has been 
written in recent years about the na- 
ture of decision making and the mod- 
ern scientific methods and techniques 
available to management for making 
decisions. However, the writer be- 
lieves that the element of mature 


Judgment essential to substantive de- 
cision has not been sufficiently stressed 
in the literature. Moreover, the fre- 
quent emphasis on the mathematical 
or statistical aspects of decision mak- 
ing has influenced an inordinate 
amount of attention to ‘‘decisions by 
formula.’’ In these circumstances, the 
seasoned public accountant could well 
serve as the catalyst in the manage- 
ment effort to improve the quality and 
adequacy of decisions. 

It is to be expected that, as a result 
of a carefully conceived planning eli- 
mate and related assigned responsi- 
bility, there will be prepared for top 
management’s consideration a series 
of detailed alternative project and 
period plans. The accountant can be 
especially helpful in assuring man- 
agement that the planning system is 
operating in a way to produce accept- 
able action plans. He can also be 
useful in performing advance sereen- 
ing or analysis of plans submitted by 
subordinate personnel in order to 
minimize the number of alternative 
plans which a top management need 
review in detail before arriving at 
long range decisions. 

It is well known dogma in modern 
management that there are numerous 
plans or programs applicable to a 
given situation, any one of which may 
work reasonably well and result in 
some predictable degree of profit. It 
is far more important to the welfare 
of the enterprise that a judicious and 
timely selection be made of one of 
the plans and job performance started 
than to prolong analysis and delibera- 
tion until the last shred of doubt has 
been removed as to which plan is the 
most profitable. In this connection, 
the public accountant could assist in 
speeding up the decision making proc- 
ess by reviewing or supervising the 
review of each of the major alterna- 
tive plans prior to submission for 
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final decision by top management. His 
review and analysis could be pointed 
to identifying for the attention of 
management those plans or strategies 
which most nearly conform to manage- 
ment’s criteria for preferred plans. 
Final selection of the plan or strategy 
to be adopted could then be made by 
top management with the assurance 
that all worthwhile alternatives had 
received adequate advance review and 
consideration. 

In concluding this portion of the 
paper, it is useful to remind ourselves 
that top management has the difficult 
yet compulsive responsibility for an- 
ticipating the shape and content of 
future events which will affect the 
enterprise. Moreover, management 
must exert every informed effort to 
influence the environment in which 
the enterprise operates, not merely 
adapt the enterprise to the existing 
environment. The publie aecountant’s 
greatest opportunity for increased 
service to top management is, there- 
fore, likely to be fulfilled when he 
helps to assure that management that 
the key information needed for major 
decisions is accumulated and pre- 
sented in a way that the management 
hierarchy can understandingly grasp 
required facts early and make deci- 
sions quickly and confidently. 


CouNSEL IN FORECASTING 
Lone Term DEMAND 

Determination of the shape and 
content of consumers’ satisfactions is 
an elusive and enormous task. In- 
volved in the concept of consumer 
demand are a myriad of rapidly 
changing individual and group ideas 
about the kind and value seale of 
human desires, the costs and diffi- 
culties to be overcome in their satis- 
faction, alternative or substitute val- 
ues in products and services, and the 
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constant flux in knowledge and facili- 
ties available to satisfy human wants. 

All of the foregoing point up 
rather strikingly the necessity for an 
enterprise management to make very 
careful advance analysis of present 
and future demand for its products 
and services. A reasonably steady and 
predictable demand is the life line of 
business enterprise. The actual pro- 
duction output and seale of plant 
can only be plotted after a determi- 
nation has been made of anticipated 
sales volume. It follows that the en- 
tire constellation of internal manage- 
ment problems of programming, cor- 
relating, and controlling enterprise 


operations is inextricably interwoven | 


into the broad enterprise policies 
regarding consumers and consumer 
demands. 

In the circumstances, an alert man- 
agement will develop or secure all 
the methods, techniques, and services 
essential to the collection and publi- 
cation of up to date information re- 
lating to current and potential de- 
mand for its products and _ services. 
The well rounded and experienced 
pubhe accountant by the very nature 
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of his association with many enter-} 
prises and many markets is one of the} 


most valuable sources of assistance to 
which the reasoning manager can 
turn. 

In the 


economic system 


is diffused throughout society. Con- 
ventional economic analysis focuses 
upon the pricing system as the coordi- 


nating force which merges the sepa-| 
rate economic actions of many people) 
| 


into an integrated whole. It is rea- 
soned that the price system reflects 
the ultimate decisions of the multi- 
tude of persons who are familiar with 
the resources of a society and consum- 
ers’ desires for the use of resources. 


under} 
which modern enterprise operates, the } 
knowledge of relevant economic facts | 


Helpful as the above theory may be 
for purposes of ageregative economic 
analysis, it is quite obvious that the 
important consideration for the indi- 
vidual business is not price theory in 
general but a workable price theory 
for the individual firm. A galaxy of 
interrelated postulates will be neces- 
|sary to derive such theory. In part, 
consideration must be given to such 
factors as: (1) type, size, location, dis- 
posable income, buying habits, ete. of 
potential consumers, (ii) the line and 
quality level of products and services 
to be offered, (111) price and quality 
of competing products and services, 
(iv) the general price level, (v) an- 
| ticipated demand for the firm’s prod- 
} ucts at various tentative prices, and 
| (v1) estimated cost of production and 
| distribution. 

In most businesses it is customary 
) to establish prices for some relatively 
long term. Generally, because of exist- 
) ine contracts or because of habitual 
| buying habits of consumers, it is not 
| feasible to change these prices too 
-readily. Hence, the price structure 
| and price theory of a firm once estab- 
‘lished become fairly widely known 
jand permeate the entire fabric of 
| enterprise-consumer-society relations. 
1 In a sense, it may be said that the 
‘firm’s price theory and the related 
| price structure condition the entire 
activities of the enterprise. From it 
} flow consumer and sales policies which 
| broadly define the shape and volume 
|of economie service to be performed, 
| policies as to output and scale of 
| plant, and all other policies governing 
/ internal operations. 

| From the foregoing, the conclusion 
is apparent that when a business man- 
agement undertakes the construction 
of a workable price theory for its firm 
‘it is faced with a multi-variate and 
multi-dimensional problem. It follows 
therefore that management must es- 
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tablish adequate internal machinery 
which will keep it continuously and 
reliably informed as to reasonably 
anticipated demand and of tested 
ways and means for promoting in- 
creased demand. In addition to estab- 
lishing a smooth internal data gather- 
ing and analysis mechanism, a man- 
agement should secure sufficient out- 
side specialists to make systematic 
review and evaluation of the firm’s 
price and consumer policies ‘‘in ae- 
tion.’ As mentioned earlier, the 
firm’s public accountant can render 
valuable assistance to management in 
synthesizing the results of study and 
analysis by the outside specialists. 

Successful prediction of the general 
direction in which an enterprise is 
headed necessarily involves a degree 
of detachment and objectivity not 
always possessed by the managers who 
are closest to the surface data. Public 
accountants, through renewed efforts 
to improve the factual bases upon 
which economic data are presented, 
can contribute inestimable aid to a 
management in its quest for a sound 
platform from which to launeh its 
forecasts of long term demand for its 
products and. services. 

Prior to concluding it might be 
helpful to point out some frequently 
neglected areas to which specialists, 
both internal and should 
give added attention in aiding man- 
agement to keep on top of its responsi- 
bility for insuring long run demand. 
Greater emphasis needs to be devoted 
to ways and means by which individ- 
ual enterprises or a concert of enter- 
prises can legally change or stimulate 
consumers’ desires in a socially bene- 
ficial manner. A particularly fruitful 
area for added attention is that of 
study and analysis of consumer moti- 
vation, i.e., determination of the mo- 
tives behind consumer purchasing. As 


external, 
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a corollary, controlled experiments 
might be conducted to ascertain the 
actual changes in consumer desires or 
purchases that can be induced through 
varying types of promotion. 

In summarizing this part of the dis- 
cussion, it is relevant to note that the 
public accountant, experienced as he 
is in analysis of sales and revenue 
data, can render service of major 
import by helping a management 
achieve a relatively ideal continuous 
analysis of potential demand. This 
ideal should yield results permitting 
formalization of prices over reason- 
ably long periods and at the same 
time contain sufficient flexibility to 
permit management to make timely 
adjustments to compensate for major 
changes in consumer demand. 


Aw IN IMPROVING THE ENTERPRISE 
COMMUNICATION SYSTEM 


In today’s monolithic enterprises 
there is typically a wide gap between 
the top administrators and the work- 
ers down the line. Since the latter 
eroup is the one which must actually 
perform the work envisaged in man- 
agement’s policies, plans, and pro- 
erams, a management must assure 
itself that the meaning as well as the 
form of its messages is being ade- 
quately communicated. 

Management generally encounters 
little difficulty in devising a reason- 
ably effective system and media for 
physically transmitting information 
throughout the enterprise. It eneoun- 
ters problems in two basic areas: (1) 
assuring that in the downward flow 
all important plans and policy mes- 
sages get to the people who need them 
in sufficient time to be used as a basis 
for action, and, as a corollary, that 
there is a reasonable meeting of minds 
all the way down as to the meaning 
of the messages, and (ii) assuring 


that in the upward flow important in-! 
formation required by top manage- 
ment for policy making and control 
is neither delayed nor improperly’ 
siphoned off at various subordinate; 
levels. 

It is not unusual for a public ac-, 
countant, who serves an enterprise on 
a continuing basis, to review and test 
the adequacy of communication me-, 
dia, methods, and arrangements. For’ 
example, independent accountants, 
as part of a continuing service, fre-+ 
quently make inquiry and _ test they 
methods by which supervisors trans-: 
mit orders and instructions to workers, | 
the methods and media used by var-! 
ious levels of administration and! 
supervision to disseminate policy and| 
other information, the methods, me- 
dia, and techniques used in job train- 
ing, and so on. 

In addition to the foregoing ways 
in which the accountant can offer con- 
structive information and recommen- 
dations to management, the writer 
proposes that the public accountant} 
work actively with top management 
in developing a clear cut philosophy} 
of communication for the enterprise.| 
A first consideration is a clear wnder- 
standing at the top management level} 
of the kinds of information that must} 
be communicated expeditiously and] 
meaningfully to workers if optimum 
joint action and participation is to be 
achieved. A second consideration isk 
the assurance that each key member} 
of the management hierarchy has or} 
will acquire early an understanding } 
and sensitiveness to the ways in which 
ideas and motivations are commu-. 
nicated from one mind _ to another. | 
Obviously, little difficulty is to be) 
expected in communicating fairly 
standardized and routine ideas, in- 
structions, and the lke. 

In the course of his conventional 
financial audit, the public accountant 
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/ is likely to obtain valuable clues re- 
garding the specific policy and media 
and other information which are not 
being properly understood or inter- 
preted down the line. However, the 
accountant must acquire additional 
skills and insights before he can con- 
tribute the full measure of his poten- 
tial assistance to management in the 
| area of communications. As a mini- 
mum, he must acquire added famili- 
arity with the fundamentals and basie 
techniques of motivational theory. 
This will permit him to synthesize 
and integrate the findings of person- 
nel administrators and humanation 
specialists with other relevant data 
that he develops on his own initiative. 


The emphasis in the foregoing dis- 
cussion has been limited to ways of 
improving the internal communica- 
tion system of the enterprise. To be 
sure, the philosophy and methodology 
underlying external communication, 
i.e., with customers, creditors, gen- 
eral public, ete., must be soundly 
conceived and practiced if the enter- 
prise is to enjoy long lived profitable- 
ness. However, this subject deserves 
a fuller discussion than would be 
relevant in this paper. 


In concluding this section, we may 
generalize that communication is a 
valuable attitude and skill to be used 
by management in creating produc- 
tive and profitable understanding 
throughout an enterprise. It has been 
fairly well established that human 
beings have a high degree of native 
creativeness and that they wish to 
cooperate with others in translating 
this creativity into things useful to 
society. Consequently, it is an im- 
portant task of management to com- 
municate its objectives, goals, plans, 
and programs in language that not 
only is clear and concise but which 
expresses a definite spirit that identi- 


fies the well being of the enterprise 
with the intelligence, capacity, and 
well being of each individual in the 
enterprise who must carry out the 
directions of enterprise management. 

A considerable portion of the pub- 
he aeccountant’s background and ex- 
perience has been focused upon com- 
municating economic ideas to others 
through the medium of accounting, 
auditing, and statistical reports. 
With a minimum of additional study 
and experience with the theory and 
techniques used in the broad fields 
of communication and motivation, he 
should be eminently qualified to help 
a management make substantial im- 
provements in the communication 
philosophy and practices of its 
enterprise. 


SUMMARY 


The modern concept of efficient 
management is tied to the notion of 
influencing profitable events to hap- 
pen that would not occur except for 
careful foresight and planning. 

As decentralization of modern 
enterprise increases and related skills 
and abilities are widely diffused, it 
becomes abundantly clear that an 
enterprise management must rely 
more and more on experienced, in- 
dependent and objective individuals 
and media to keep it informed intelli- 
gently and timely on the course and 
trend of enterprise activities. 

Public accountants have for many 
years served enterprise managements 
usefully in furnishing objective 
opinions on financial statements, in- 
stalling and reviewing accounting 
systems, and performing other work 
concerned primarily with historical 
financial data. Necessary as_ these 
services are for the management of 
business enterprises, they do not 
represent the full potential of service 

(Continued on page 38) 


Some Causes of 
Ineffective Administration 


By Ray E. Brown 


Effective administration has proven 
to be a most necessary element of the 
highly developed and complex en- 
vironment which we moderns have 
created for ourselves. A jet-stream 
of scientific and technological ad- 
vances in every direction has opened 
the way for a more productive, more 
leisurely, and healthier hfe. These 
same advances however, have so 
enormously complicated our efforts 
toward this more abundant life that 
we have had to highly organize our 
means and our efforts for work, for 
play, for health, and even for wor- 
ship. This need for planning and 
direction has created a multiplying 
need for competent administrators to 
manage all those activities in which 
we work, or which work to serve us. 

The swelling demand for com- 
petent administrators has created a 
man-hunt of immense scope on the 
part of the almost countless number 
of firms, agencies, and institutions 
that make up our economy and our 
society. Naturally, a man-hunt ealls 
for a description of the party being 
sought. In recent years considerable 
effort has been devoted to the prob- 
lem of describing the characteristics 


of the effective administrator. Sue- 
cessful administrators have been 


cross-sectioned at work, at home, and 
at play in an effort to ascertain the 
common traits possessed by those who 
have demonstrated competence. As 
one reviews these efforts he is im- 


pressed with the similarity of the list , 


of characteristics of the effective ad- 
ministrator and those usually ascribed 
to the average good citizen. Certain- 
ly the effective administrator must 
be honest and loyal, possess integrity 
and enthusiasm, and love his fellow- 
men if he is going to be allowed to 
run loose in society and not be 
avoided by his own secretary. It is 
very doubtful, however, that he can 
parlay those virtues alone into a suc- 
cessful career as an administrator. 
Possession of the proper traits and 
skills is not in itself sufficient. It is 
their appropriate use by the admin- 
istrator that determines the degree of 
administrative success. From _ the 
same piece of steel one may fashion 
a lock or a burglar’s tool for breaking 
the lock. Administration simply ean- 
not be judged by the segmental attri- 
butes of the administrator but rather 
by his total actions and reactions. 
Administration is practice in situa- 
tions and is also the practice of creat- 
ing situations. It is what the admin- 
istrator does, or does not do, that 
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produces an effect on the organiza- 
tion. Said in other words—it is ad- 
ministrative behavior that determines 
the sorts of influences the administra- 
‘tor will have on the organization. 

An attempt to define proper ad- 
/ministrative behavior requires the 
inclusion of so many elements of 
jordinary good behavior that one ends 
jup in pretty much the situation as 
jhave those who have attempted to 
) describe the traits the good adminis- 
‘trator must possess. For this reason 
hit is my feeling that new and added 
jinformation on the problem of pro- 
filing the effective administrator 
jmight be secured if we reversed the 
usual approach and examined some 
}of the behavioral characteristics of 
ithe ineffective administrator. The 
following generalizations represent 
Fsuch an attempt. These generaliza- 
}tions are compiled in part from 
} discussions with persons who have 
}experienced marked failure in ad- 
} ministration and also with persons 
who have had marked success in ad- 
) ministration. Those discussions were 
) necessarily of a leading and directive 
(character, inasmuch as one cannot 
expect individuals to demonstrate 
much more insight in reviewing their 
texperiences than was demonstrated 
‘when they were undergoing them. 
| Also, as one might suspect, a consid- 
‘erable portion of the observations 
t represent reflections on my own con- 
}duct as an administrator. Actually 
the characteristics observed are very 
}human characteristics and perhaps 
Snever completely eliminated. Suc- 
cessful administration seems depend- 
Ff ent, however, on successfully modify- 
‘ing their inhibiting effect on admin- 
istrative behavior. 

One of the most common character- 
istics of ineffective administration 1s 
‘the tendency to attempt only perfect 


solutions instead of the accomplish- 
able. This can be described as the all 
or none complex. Administratively 
this all or none complex leads to two 
extremes—both of which are harmful 
to the organization. On the one ex- 
treme it may mean that improvements 
are never undertaken because the 
ideal solution isn’t currently available 
or possible. Necessary changes are 
never accomplished because the op- 
portunity for perfect solution rarely 
comes along. Major changes are al- 
ways difficult to accomplish, and even 
the bravest and most energetic of 
administrators are sometimes tempted 
to rationalize their distaste for facing 
up to those difficulties by waiting for 
the perfect solution. 

On the other extreme it may mean 
that the action undertaken is too radi- 
cal and the organization is subjected 
to turmoil and violent upheaval. Un- 
der these circumstances the changes 
attempted may be ultimately correct 
but currently just not accomplishable. 
Such moves ignore the necessity for 
administrative timing. The successful 
administrator must, on occasions, tol- 
erate conditions of inefficiency rather 
than court failure by attempting to 
clear all the obstacles with one great 
push. He must determine his goals 
and evaluate the opposition to them. 
This permits him to maintain constant 
pressure toward the desired ends 
without allowing the pressure to ex- 
plode into an open break. It also 
makes him willing to accept and at- 
tempt alternatives if they move to- 
ward the ultimate objective. Among 
his repertory of virtues the effective 
administrator needs a high frustra- 
tion level. Somewhere between the 
extremes of procrastination and those 
of abortive change the effective ad- 
ministrator finds the path of consist- 
ent progress. By proceeding along 
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that path, step by step, the adminis- 
trator can ultimately achieve his long 
range plans and at the same time se- 
cure the personal stimulation, so nee- 
essary to his own morale, that derives 
from immediate accomplishments. It 
will help the administrator if he keeps 
constantly in mind the fact that ap- 
parently ideal solutions are themselves 
only estimates at a given time and 
are subject to the many errors in- 
herent in predicting results of human 
activity. In this sense all solutions 
are only proximate ideals and never 
absolute ideals. 

Before someone interprets the above 
as an argument that the good admin- 
istrator is afraid of his own shadow, 
T must point out an opposite charac- 
teristic that is equally as conducive 
to ineffective administration. This is 
the urge to act from expediency—the 
attempt to buy our way out of prob- 
lems by yielding to immediate pres- 
sures and ignoring the long run effects 
of the solution. Sidestepping an im- 
portant issue is just as bad as stiff- 
arming it. In some ways it may be 
worse because it permanently weakens 
the administrator’s influence in the 
organization. Yielding to the pres- 
sures of the moment is an open invi- 
tation for a raid by the most agegres- 
sive and most vocal members of the 
organization. It is a sort of cafeteria 
administration in which everyone 
strong enough picks out his own poli- 
cies. It is properly interpreted by 
other members of the organization 
as evidence of indecision and uncer- 
tainty and, organizationally speaking, 
the only thing worse than a bad de- 
cision is indecision. It demonstrates 
a lack of convictions as to long run 
goals or else an unwillingness to stand 
up and be counted on issues important 
to the welfare of the organization. 
Hither situation results in adminis- 
tration by default. A policy of peace 


at any price has seldom produced 
peace but has always raised the price. ; 
In this connection it should be pointed | 
out that administration is not a popu- | 
larity contest and that many admin-| 
istrative decisions represent choices 
between opposing views within the; 
organization. This is particularly true } 
in hospital administration because of | 
the diversity of interests represented, | 
when measured in the short run.) 
While all groups externally and in- 
ternally involved may have the same! 
long term purposes, their daily inter- | 
ests are not so clear and unified. | 
Under such circumstanees it isn’t pos- | 
sible to have all sides like all decisions, | 
but it is possible and important tha | 

{ 
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they respect them. 

The failure or inability to weigh 
the implications to the organization 
of decisions based on expediency may 
produce two unfavorable results. As 
in all eases where the treatment is 
aimed at the symptoms rather than 
the cause, it may mask the basic cause 
of the problem and thus prevent the 
solution when the solution is easiest 
accomplished. Administration is nog | 
a game of solitaire that can ignore | 
the rights that individuals develop in| 
precedent and established practices 
within an organization. The results 
of expedient decision may not come 
to a head until long after strong or- 
ganizational habits have been devel- 
oped and strong claims staked out 
on the basis of those decisions. Cor- 
rective measures usually take an even 
longer time to implement unless up- 
heaval is to result. The trauma to the 
organization is bound to be greater 
when circumstances are not corrected 
and encouraged to grow into situa-— 
tions. Another unfavorable result 
from decision-making on a first-come- 
first served basis is the damage to 
continuity of policy. Perhaps no 
requisite is as important to an organi- 
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j zation as that of predictability of ad- 
} ministrative reaction. It is the only 
) way the administration can influence 
) the hundreds of decisions made at all 
work levels in even the smallest of 
| organizations.. It is tough enough to 
develop an organization that wants 
» to do what the administration wants 
done, but it is impossible to accom- 
plish the administration’s wishes un- 
' less those wishes ean be predicted. 
/ Without consistency in decision- 
| making at the top level there is no 
} basis for predicting administrative 
/ wishes at other levels in the organiza- 
tion. Zig-zag decision-making imposes 
| an intolerable burden on those who 
have the task of keeping in step with 
the leader. 

The obsession to win represents 
-another serious handicap to adminis- 
) trators. This is often demonstrated in 
) the attempt to win a ‘‘moral victory’’ 
even after decisions have been clearly 
discredited. Too much emphasis is 
given in administration to the neces- 
| sity of saving face and not enough 
thought paid to the problem of saving 
respect. The administrator may si- 
lence but he cannot fool those respon- 
i sible for carrying out an impractical 
decision. If face saving is really im- 
portant it would seem better strategy 
for the administrator to sweep his 
errors under the earpet as quickly as 
| possible rather than to give them the 
| prominence that results from the dis- 
eruntlement and ill-will of those com- 
) pelled to operate with them. As every 
| kid knows, the best thing to do with 
'a lemon is to make lemonade out of it. 
} It is surprising how many improve- 
»ments in administration have come 
out of things that went wrong. It is 
very possible that we learn more from 
our failures than our successes. The 
administrator should consciously de- 
-yelop the ability to lose a point grace- 
fully. In too many instances we not 
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only finally lose the point but we sue- 
ceed in losing the goodwill of those 
involved. The effort to perpetuate an 
error can sometimes eat heavily on 
the time and energy of the adminis- 
trator. But more important is the 
way it chews on his disposition. This 
is demonstrated by the feeling of 
relief and even pride one experiences 
on those occasions when he is big 
enough to admit he was wrong. 

The obsession to win at all costs is 
the largest single deterrent to full 
participation by colleagues and sub- 
ordinates. There can be no battle of 
ideas within the organization if the 
reward is disfavor and ill-will from 
the boss. The willingness and the 
ability to permit decisions to be dis- 
eussed and pulled apart before com- 
mitting the organization to follow 
them represents about the only method 
available for pre-testing of adminis- 
trative ideas. The administrator deals 
in ideas and these, unlike objects and 
eoods, cannot be tested in the model 
stage before placing them on the mar- 
ket. Permitting colleagues to partici- 
pate in decision making is not so much 
a favor to the participants as it is a 
favor to the administrator. It not 
only permits pre-testing of decisions 
and ideas by exposing them to the 
scrutiny of those who will have to 
use them, but it assures support in- 
stead of sabotage. Human nature be- 
ing what it is, there is no better way 
to insure support, as well as defense, 
than to involve others. To coi a 
phrase, this represents conspired 
leadership and such leadership is 
probably the most adhesive of all. 

High among the factors which con- 
tribute to ineffective administration 
is the tendency to classify everything 
as black or white—as all good or bad. 
This fault denies the fact that it is 
the administrator’s task to discrim- 
inate between acceptable alternatives 
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more often than between right and 
wrong. Situations are rarely ever 
black or white but are usually vary- 
ine shades of gray. At least, if the 
administrator is fulfilling his proper 
function, only the gray decisions will 
reach his desk. The easy ones will 
be settled down the ladder where the 
facts are more abundant. Problems 
which are screened to the top level 
of the organization usually carry with 
them the troubled ponderings of those 
involved along the line of ascent. 
Whether the need is for choice be- 
tween conflicting views, or reassur- 
ance as to proper direction, questions 
reaching the top level must be treated 
with respeet. Such respect may dic- 
tate an audience with the individual 
or individuals involved. This not only 
demonstrates interest and concern on 
the part of the administrator but re- 
veals both the facts and the feelings 
that produced the problem. The feel- 
ines often give more weight to a 
problem than do the facts. When a 
person is disturbed, the facts can turn 
quickly into faney and the two must 
be carefully unraveled before a solu- 
tion will be fully accepted. 

The urge to use the black-or-white 
technique in administration is a strong 
one and can develop from several 
directions. The deficit of time which 
always plagues the administrator 
doubtless causes him to seek quick 
answers. The housekeeper instinet to 
eet things settled and the file off the 
desk can lead to quick off-the-cuff 
decision. In other instances emotional 
factors can cause the administrator to 
pick sides and thus eliminate the 
bother of looking at the other side. 
The proven advantage of decisiveness 
in administration may also be a strong 
factor. The urge to simplify problems 
can, of course, represent an important 
asset of the administrator if it is 
tempered with the knowledge that the 
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etiology of most management prob- 
lems is multifactorial and multi-sided. 
Somewhat related to the all-or-none 


complex is the failure to maintain a 


sense of proportion—a sense of bal- 
anee in administration. This fault 
manifests itself in several ways in 
administrative behavior. One of these 
is best described by the old expres- 
sion ‘‘making a mountain out of a 
mole-hill.’’ It results in over-empha- 
sizing incidents and problems that 
have little consequence to the organi- 
zation. It not only wastes the energies 
and attention of the administrator 
but it diminishes the influence of the 


administrator on matters that are im- | 


portant. Subordinates easily develop 
organizational calluses for this rea- 
son and both the whip and the sugar 
should be given only when cireum- 
stances warrant. The fault is also 
exhibited by administrators who are 
unhappy unless they skin an elephant 
every day. They find it difficult to 
properly distribute their enthusiasm 
and energies and have interest only 
for the big projects and the big deals. 
Even the interest in the big deal isn’t 
sustained and it also soon suffers from 
inattention. 

The demands on the time and the 
energies of the hospital administrator 
make it mandatory that he learn to 
put first things first. Administration 
is always a matter of selective atten- 
tion—of reeognizing the significant. 
This is so important that every ad- 
ministrator should preview his activi- 


ties each day and allocate his time and | 


interests to those problems and mat- 


ters with highest priority. If -+he does , 


not do this he cannot avoid practicing 
administration by random instead of 
by plan. This means the administra- 
tor’s attention is devoted to the prob- 
lems of the more verbose and forward 
members of the organization rather 


than to the more important and timely 


problems. It also means that the ad- 
munuistrator is unable to properly dele- 
gate responsibility because he never 
knows what to delegate. It demon- 
‘strates he is able to carry a load but 
snot smart enough to share it. The 
jinsecurity that is bound to result from 
jfailure to exercise selective attention 
‘may be the reason that some of us 
pnever quit worrying —even about 
jproblems that are already solved or 
\that never existed. 

| The failure to maintain an imper- 
(sonal status in the organization can 
‘prove to be a serious handicap to the 
fadministrator. He must protect a 
sufficient area of aloofness to permit 
}administrative action without it being 
jtaken personally. Admittedly, he 
must be responsive and friendly so 
ithat his colleagues will not hesitate to 
‘approach him. But he must recognize 
)the difference between liking his asso- 
ciates and liking everything they do. 
Personal relationships that inhibit 
tdetached evaluation and frank criti- 
}cism represent a disservice to all con- 
cerned. Criticism is fundamental to 
jimprovement and every member of 
the organization has a right to expect 
that he will be told when his per- 
formance needs improvement. Noth- 
bing shakes the morale of an organiza- 
tion as much as the suddenly letting 
{down of the boom on an individual 
iwithout prior effort to improve his 
tdeficiences. The rules of fair play are 
‘applied more strictly to the adminis- 
‘trator than to anyone else and these 
rules require that a person be told 
lwhere he stands and why. 


The necessity for fair criticism 
might seem at variance with the 


4‘‘sweetness and light’’ doctrine one 
thears preached so often today. If 
| that doctrine means the administrator 
thas no right to show and express irri- 
btation, it is indeed at variance with 
}proper administrative conduct. Just 
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as the administrator should demon- 
strate approval for a job well-done, 
so should he demonstrate disapproval 
for faulty performance, It’s the only 
way the organization can determine 
the level of performance expected by 
the administration. The important 
thing is that the administrator be able 
to demonstrate irritation without 
demonstrating hostility and without 
creating antagonisms. Only by re- 
serving a margin of impersonal rela- 
tionship can he hope to appear emo- 
tionally casual as he carries out his 
daily task of modifying human con- 
duct. 

‘This matter of human conduct 
brings us to another cause of ineffee- 
tive administration. This is the mis- 
taken assumption that people act logi- 
eally. Individuals usually do not act 
either logically or illogieally when 
they are personally involved. In such 
instances they are most apt to act 
non-logically. This is because they 
are persons and bring to every situa- 
tion their own personal experiences, 
biases, desires and needs. Situations 
are seen from each individual’s own 
uniquely personal perspective. This 
requires that the administrator at 
times must temper his decisions to 
allow for the personal equation and 
to work toward the modification of 
preconceived notions of those affected 
by his decisions. The facet that indi- 
viduals have changing value patterns 
and motivations, and that these change 
more rapidly than we think, makes 
such modification possible. It also re- 
quires that the administrator learn 
those with whom he works without 
stereotyping them. It means that he 
must realize that his own outlook also 
is subject to change as he has new 
experiences. His own reactions have 
the same tendeney to be compatible 
with his own personal desires. To 
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whatever extent possible he needs to 
be cognizant of his personal biases and 
to allow for these in his evaluations 
of people and situations. At the same 
time it is highly important that he 
maintain respect and confidence in 
his own judgment. He simply cannot 
command any more respect from 
others than he has in himself. 

The attempt in this paper has not 
been to outline all the factors respon- 
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sible for ineffective administrative be-} 
havior. Further study would doubt-; 
less bring out equally important 
causes. Rather it has been an attempt) 
to emphasize the importance of be-, 
havior as contrasted with segmented} 
skills and traits. Administration re-) 
quires many various skills and knowl- 
edges but they are effective only to} 
the extent they are integrated into as 
balanced practice of administration. 
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standard of living. But should his 
office be indistinguishable from the 
offices of business executives? Must 
he emulate the crowd in his personal 
appearance? Must his taste for read- 
ing, music, pictures on the wall of 
home or office conform? Puble rela- 
tions should counsel independence. 
It should not let the professional man 
lose his identity in the happy-go- 
lucky throng of back-slapping boost- 


ers who parade their enthusiasms in} 
the very name of ‘‘publie relations.’’} 
On the contrary, his character must} 
not become blurred until he is lost in} 
a sea of homogeneous American busi- 
nessmen. He can sharpen his image! 
as a professional man best by being 
himself and throwing his full force 
into his role as a learned, wise, ethical 
advisor, concerned with the comma | 


good. | 


On February 24, 1959 the United 
States Supreme Court, in the North- 
western States Portland Cement Com- 
pany and Stockham Valves and Fit- 
tings, Inc. cases, opened a veritable 
Pandora’s box on an unsuspecting 
} business public. In essence, these 
| decisions stand for the proposition 
) that a state may levy an income tax 
/on an out-of-state business which is 
jengaged solely in interstate com- 
| merce in the taxing state. 

In the Northwestern States case, 
/ which involved the Minnesota income 
- tax, the company was an lowa cor- 
poration, not licensed to do business 
in Minnesota. It leased a sales office 
in Minneapolis, occupied by three 
/ employees—two salesmen and a sec- 
retary. The company employed two 
other salesmen in Minnesota who 
used the office as a ‘‘clearing house.’’ 
The company maintained no bank ac- 
count in Minnesota, owned no real 
estate there, and warehoused no mer- 
chandise there. All orders received 
by salesmen in Minnesota were sub- 
ject to acceptance at the company’s 
home office in Iowa, and all merchan- 
dise was shipped to customers from 
Towa. A finding of the lower court, 
not challenged in the presentation to 
the Supreme Court, held specifically 
that all of the company’s activities 
in Minnesota were wholly in inter- 
state commerce; the company con- 
~dueted no intrastate business there. 
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In the Stockham Valves case, which 

involved the Georgia income tax, the 
company was a Delaware corporation 
with its principal office and plant in 
sirmingham, Alabama. It leased a 
sales-service office in Atlanta, oecu- 
pied by a full-time secretary and by 
one salesman who devoted about one- 
third of his time to soliciting orders 
in Georgia. All orders received were 
subject to approval at the Birming- 
ham office, and all merchandise was 
shipped to customers from Birming- 
ham ‘‘f.o.b. warehouse.’’ The com- 
pany owned no property in Georgia, 
other than office equipment and sup- 
plies, warehoused no merchandise 
there, and had no bank accounts 
there. Here, as in the Northwestern 
States case, the company was en- 
gaged solely in interstate commerce 
in Georgia. 

Because of the similarity in the 
cases, the Supreme Court considered 
them together and issued an opinion 
covering them both. The Court sum- 
marized its decision in the following 
sentence: ‘‘We conclude that net 
income from the interstate operation 
of a foreign corporation may be sub- 
jected to state taxation provided the 
levy is not discriminatory and is 
properly apportioned to local activ- 
ities within the taxing State forming 
sufficient nexus to support the same.”’ 

There are three elements in the 
Court’s statement—(1) the levy 


JOSEPH E. TANSILL, a member of the Illinois Society’s Committee on 
Taxation, prepared the comments for this issue. 
Chicago office of Lybrand, 


He is a partner in the 


Ross Bros. & Montgomery and is a member 


of the American Institute of Certified Public Accountants. 


32 
must not be discriminatory, (2) the 
income must be fairly apportioned to 
local activities within the taxing 
State and (3) the local activities must 
form a sufficient nexus. 

On the first element, there is no 
present state income tax statute which 
levies a tax which discriminates by its 
terms between foreign and domestic 
taxpayers. On the second element, 
the taxpayers in the Northwestern 
States Portland Cement and Stock- 
ham Valves cases raised no question 
as to the fairness of the apportion- 
ment formulas involved. The Su- 
preme Court commented that the 
possibility of multiple taxation exists 
in this type of case, because of the 
difference in the apportionment 
formulae used by the various states, 
but that it is up to the taxpayer to 
show that a given formula places a 
burden on interstate commerce in a 
constitutional sense. Since that issue 
had not been raised, the Court was 
not obliged to consider it. 

What Is A ‘‘Sufficient Nexus?’’ 
The third requirement laid down by 
the Court is a sufficient nexus be- 
tween the taxpayer and the taxing 
state based on local activities. Since 
immunity from state taxation based 
upon interstate commerce has now 
been struck down by the Supreme 
Court, and since it may not be pos- 
sible to prove that the levy is dis- 
criminatory or that the apportion- 
ment formula is unfair, about the 
only defense which remains is a claim 
that the taxpayer does not have a 
sufficient connection with the taxing 
state to support an asserted tax. It is 
now clear that a sales office in the tax- 
ing state is a sufficient connection. It 
is very likely that the presence of 
traveling salesmen in the taxing state, 
without a sales office, is sufficient. In 
International Shoe Co. v. Washington 
[326 U.S. 310 (1945)! the Supreme 
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Court held that the frequency and 
extent of that company’s business 
contacts within the state (based on 


the continuous activities within the | 


state of a number of traveling sales- 
men) were sufficient to give the state 
jurisdiction over the company to col- 
lect unemployment insurance contri 
butions. Several states have already 
announced that they intend to tax 
out-of-state businesses whose only con- 
tact with the state is one or more 
traveling salesmen. 

The tax administrators of at least 
one state go a good deal further than 
this. At the recent annual meeting of 
the National Association of Tax Ad- 
ministrators, held in Buffalo, New 
York on July 8, 9 and 10, the repre 
sentatives of the State of Georgia 
declared that they believed that they 
could properly assert a tax against 
any out-of-state business which made 
any ‘‘economic penetration’’ of that 
state by delivering merchandise to 
a customer in the state, no matter how 
the order was secured. Thus, adver- 
tising into the state by radio, tele- 
vision, newspaper or periodical, or 
by direct mail, followed by mail-order 
sales to Georgia residents, would be 
a sufficient connection in the opinion 
of these officials. 

How Broad Is The Problem? The 
extent of the problem is indicated by 
the fact that at the present time thirty 
states levy a tax directly on net in- 


come, and so are in a position to 


assert a tax on interstate commerce 
under the Northwestern-Stoekham 
doctrine. 

These states are: Alabama, Alaska, 
Arizona, Arkansas, California, Colo- 
rado, Delaware, Georgia, Hawaii, 
Idaho, Lowa, Kansas, Kentucky, Lou- 
isiana, Maryland, Minnesota, Missis- 
sippi, Missouri, New Mexico, North 
Carolina, North Dakota, Oklahoma, 
Oregon, Pennsylvania, Rhode Island, 


fcost and the comphance cost. 


iwill probably be rather small. 


)South Carolina, Tennessee, Utah, Vir- 
fginia and Wisconsin. 


With the increasing revenue needs 


of the states, it is reasonable to expect 
jthat 
j legislation. 
North western-Stockham decision, 
jthree states 
| Utah—have already joined the ranks. 


other states will enact similar 
In the aftermath of the 


Tennessee, Idaho and 


There are two elements to the 


jproblem faced by businesses operat- 


the tax 
For 
many small and medium-sized bus- 
inesses, the tax cost in most states 
The 
comphance cost, however, is likely 
to be substantial, since it requires 
detailed records of activities in and 
shipments into a large number of 
states (whose information require- 
ments differ radically from state to 


ing in interstate commerce 


istate), preparation of state income 


tax returns (many of which are 


jmore complex than the federal in- 
)come tax return) and keeping abreast 
lot the constantly-changing tax legisla- 


tion of an expanding number of tax- 
ing jurisdictions. It is this problem 
—the problem of compliance cost— 
which Justice Frankfurter empha- 
sized in his dissenting opinion in the 
Northwestern-Stockham case. He apt- 
ly pointed out that it is this compli- 
ance cost, rather than the tax cost, 
which as a practical matter may well 
impose an undue burden on inter- 
state commerce. 

Many thousands of businesses have 
conducted operations in interstate 
commerce for many years without 
filing tax returns (or paying tax) in 


‘the states in which they have op- 


erated. Some (not all) of these states 


have now indicated that they intend 
to impose taxes, together with penal- 


ties and interest, retroactively on 
such businesses when they discover 
them, on the ground that the Supreme 
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Court has now expounded what the 
law was all along; and that these 
businesses which failed to comply took 
a calculated risk in not filing tax 
returns or paying taxes from the 
iime that they commenced business 
in those states. This creates a pretty 
dilemma for such companies—and 
for their professional advisors. Is it 
better for a business to go to each 
state’s taxing authorities voluntarily, 
and attempt to work out a reasonable 
compromise of prior years’ taxes, or 
is it better to continue business as in 
the past in the hope that (a) the 
company won’t get ‘‘caught’’ or (b) 
if the company is detected, a good 
settlement can be made? Obviously, 
each business must decide this for 
itself, but it is appropriate to point 
out that it is usually possible for the 
professional advisor of a business to 
discuss the problem with state tax 
authorities without disclosing the 
name of his chent, and frequently 
a taxpayer who makes a voluntary 
disclosure can obtain a better settle- 
ment than someone who waits until 
presented with a demand by the state. 
In addition, the increasing exchange 
of information among the states (and 
between the states and the Internal 
Revenue Service) makes it less hkely 
that a taxpayer may in the future do 
much business in a state for very long 
without detection. . 

Possibility of Federal Action— 
Under the United States Constitu- 
tion, Congress has the power to regu- 
late interstate commerce. It would 
be proper, therefore, for Congress to 
prescribe limitations on and_ stand- 
ards for state income taxation of in- 
terstate commerce, and certain steps 
in that direction have already been 
taken. In April and May of this 
year, the Senate Small Business 
Committee held public hearings on 
the problems created for business by 


e 


the Northwestern-Stockham decision, 
and on June 26th the Committee 
issued a report calling for legislation 
to limit the power of the states to 
tax income derived in interstate com- 
merce, and recommending the estab- 
lishment of a commission to study 


the problem. Thereafter, Senator 
Sparkman, chairman of the Senate 
Small Business Committee, intro- 


duced a joint resolution in the Senate 
providing that until February 1, 
1961, no state ‘‘shall impose a tax 
upon the income of any business 
engaged in interstate commerce for 
any taxable year unless, during such 
vear, such business has maintained a 
stock of goods, an office, warehouse, 
or other place of business in such 
state or has had an officer, agent, or 
representative who has maintained 
an office or other place of business 
in such state.’’ In the interim, a five 
man Commission, to be appointed by 
the President, would investigate the 
problem and make recommendations 
to Congress for permanent legisla- 
tion to provide uniformity and cer- 
tainty in state taxation of interstate 
commerce. 

The House of Representatives has 
also shown an awareness of the prob- 
lem by establishing a subcommittee 
of the House Judiciary Committee 
to study the question and 
recommendations. 

Understandably, perhaps, the tax 
administrators of the various states 
have expressed opposition to federal 
action, claiming that the states them- 
selves will, if given time, adopt uni- 


make 
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| 
| 
form rules governing taxability e | 
apportionment of income. It is ques- 
tionable, however, that such a result} 
may ever be voluntarily achieved,, 
because of economic differences among } 
the states. Manufacturing states, for 
example, tend to view the place of 
origin of goods as the place where 
income is earned, while consuming 
states place emphasis on the destina- | 
tion of the goods. 
Whether Congress will prescribe f 
federal rules remains to be seen. La 
| 


\ 


is questionable in any event, however, 
that there will be federal action this , 
year, and any Congressional rules , 
which do develop are expected to be 
prospective in nature, so that bus- | 
inessmen will at this vear end be! 
faced with the question of a potential 
tax hability for past vears and the 
current year. Certified public ac- 
countants may also be faced with a 
tickhish problem in the examination 
of financial statements—whether it is 
necessary to recognize in the financial 
statements themselves or in a_ foot- 
note a potential lability for current 
and prior years’ state income taxes. 
It may be necessary to perform an 
inordinate amount of work to be able 
to form some opinion of the amount 
which may be involved. It is more 
than hkely that the lack of account- 
ing records necessary for an appor-— 
tionment of income will make such 
a determination a very difficult task. 

Accountants will do well to begin 
to consider that problem now, along 
with the question of what to say when 
the clent asks, ‘‘What shall we do?” 


Communication between two people 
is sometimes difficult and the prob- 
lems seem to increase at a pace all out 


of persons. The Illinois Society of 
ertified Public Accountants has ap- 
proximately 2,800 members who, while 
they are banded together in the com- 
mon cause of promoting Certified 
Public Accountaney, have diverse in- 
terests caused by the size of the firm 
they are associated with, geographical 
ocation, and/or affiliation with indus- 
try, government, or educational insti- 
‘tutions. 

| In an effort to maintain and stimu- 
Jate interest in the over-all common 
zause, the Society for many years has 
published a house organ, The News- 
letter, and a technical magazine, The 
Ulinois Certified Public Accountant. 
The Newsletter has been issued on an 
irregular basis eight to nine times a 
year while the technical magazine has 
been issued quarterly. The Newsletter 
is designed to communicate news of 
zurrent activities of the Society and 
its members while the magazine is 
utilized as an educational medium to 
provoke interest and thought on cur- 
rent problems of practice and theory 
in the profession. 

Because of ever-present budgetary 
problems, the Board of Directors is 
sonstantly assessing the effectiveness 
of the various activities of the Society 
in relation to the cost of the programs. 


and Sells, Chicago. 


THE MEMBERS SPEAK 


By Dae V. Hernsucu 


In accordance with this practice, the 
Board requested the Committee on 
Public Service and Information to re- 
view the publications and recommend 
to the Board any necessary action 
with respect thereto. 

The Committee, in response to the 
request of the Board, decided to make 
a survey of the members’ preferences 
regarding the regular publications of 
the Society and to base its recommen- 
dations to the Board on the expressed 
desires of the membership. A publi- 
cations sub-committee was appointed 
to prepare a publications question- 
naire, interpret the responses, and 
draft a report for submission to the 
Board of Directors. 

In December, 1958 a publications 
questionnaire was mailed to the entire 
membership. Responses were received 
from 1,151 or 41% of the members. 
This rate of response to the question- 
naire is phenomenal and indicates a 
high degree of interest by the mem- 
bers in the publications of the Society. 
After analysis of the returned ques- 
tionnaires, the Committee concluded 
that they constituted a representative 
sample of the membership. 


THE QUESTIONNAIRE 


The questionnaire was designed to 
facilitate tabulation of the responses 
by geographical area, by type of pro- 
fessional affiliation, by status in public 
accounting, and by degree of activity 
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in Society affairs. Analysis of these 
factors would reveal any bias in the 
questionnaires returned. The ques- 
tionnaire contained sections designed 
to determine the relative popularity 
of The Illinois Certified Public Ac- 
countant as a technical magazine, the 
degree of readership penetration, the 
uses to which the magazine was put, 
the acceptability of the publication 
schedule, and the main topics of inter- 
est to the readers. A section designed 
to reflect the popularity of The News- 
letter was also included. Thus, the 
questionnaires returned contained in- 
dications of the readership acceptance 
of the present publications and of the 
areas which should be emphasized to 
increase their popularity if publica- 
tion is to continue. 


SUMMARY OF RESPONSES 


Responses from the Chieago area 
represented 78.5% of the total mem- 
bers responding and 49.4% of this 
total were affiliated with local public 
accounting firms, 22% were with na- 
tional firms, and 28.6% were not in 
public practice. These percentages 
correspond very closely with a test 
tabulation of the membership roster. 
Of the members in public practice, 
24.4% were individual practitioners, 
44.1% were partners, 11% were prin- 
cipal-managers, and 20.5% were staff 
members. Of this total, 32.1% are 
serving or have served on Society or 
chapter committees or the Board of 
Directors, 17.5% attend meetings but 
do not serve on committees, and 50.4% 
are seldom able to participate in so- 
ciety activities. Of the last group, 
a total of 5% is apparently from out- 
of-state. 

One section of the questionnaire 
was designed to measure the popu- 
larity of the technical magazine as 
compared to similar publications gen- 


erally available to the members. The 
Journal of Accountancy was the most 
popular technical magazine with 
89.8% of the members indicating in-) 
terest while The Illinois Certified) 
Public Accountant was second with 
74% indicating interest. The latter 
magazine had more readership inter- 
est than the next two lower ranked 
publications combined and, in addi-} 
tion, had as much readership interest’ 
as four out of the other five technical 
publications included in the question- 
naire. 

The fact that 74% of the members 
indicate interest and apparently read 
the technical magazine is not the only} 
measure of its value. To try to deter-; 
mine the degree of readership, sections} 
in the questionnaire asked specific 
questions about a recent issue of the 
magazine and how thoroughly it was 
read. The level of penetration of The 
Illinois Certified Public Accountant 
is indicated by the fact that 9.1% 
always read the magazine, 22.2% off 
the members had read the least read 
article in the Autumn, 1958 issue,} 
and 49.1% had read the ‘‘ President’s 
Letter.’’ Also, only 9.8% of the mem- 
bers seldom or never read the maga- 
zine, while 45.5% inelude it in them 
libraries as a reference tool. 

In the Committee’s consideration of 
the publication problem, it was de- 
cided to survey the members’ reading 
preferences so that, if the members 
desired the magazine to be continued, 
the content could be tailored to fit the! 
wishes of the majority. The oreatest 
interest was expressed in Federal 
taxes (61.3%), accounting procedures, 
(56.6% ), matters of local interest 
(51.5%), management advisory sery- 
ices (47.8%), and auditing stand- 
ards (41.8%). Of the remaining six 
subject matters listed in the question- 
naire, 30% or less expressed an inter- 


est in them, thus indicating that they 
are not of major interest at present. 
The Illinois Certified Public Ac- 
countant is published quarterly and 
92.9% of the members believe that it 
should be continued on a scheduled 
basis, with 80.5% being in favor of 
-ontinued quarterly publication. Only 
4.8% of the members favored discon- 
tinuing publication. The indications 
are that The Newsletter does not have 
quite the readership acceptance that 
the magazine has but only 8.8% favor 
discontinuing The Newsletter and the 
members favor continuing the two 
as separate publications by over a two 
to one majority (57.38% to 26.3%). 


VARIATIONS FROM AVERAGE 
oF RESPONSES 


| The data in the questionnaires re- 
turned to the Committee were trans- 
ferred to punch ecards and detailed 
EP lyses prepared of the responses of 
members by geographical area, type 
of professional affilation, status in 
the profession, and degree of activity 
n Society affairs. No significant 
variations from over-all averages were 
revealed but a few interesting varia- 
sions appeared. 

The Directors and past and pres- 
ant members of committees who re- 
sponded (369) evidenced a number 
yf variations from the over-all aver- 
ages. While they are more interested 
n the Journal of Accountancy than 
che average, their interest in The Illi- 
nois Certified Public Accountant is 
squal to the average and only 1.9% 
favor discontinuance of the magazine 
sompared to the average of 4.8%. 
[hey express a great interest in The 
Vewsletter, perhaps because their 
james appear in it rather frequently ; 
1owever, in contrast, they favor dis- 
continuing The Newsletter more than 
he average. As a group, they favor 
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continuing The Illinois Certified Pub- 
lic Accountant and The Newsletter 
as Separate publications more than the 
average. 

Interest among members associated 
with national firms was less than the 
average in taxes, management advi- 
sory services, and practice manage- 
ment and they, as a group, favor dis- 
continuance of The Illinois Certified 
Public Accountant approximately 
twice as frequently as the average. 
This is apparently the result of greater 
specialization in those firms. How- 
ever, they appear to be greatly inter- 
ested in the maintenance and promul- 
gation of auditing standards thus 
indicating that this is a most impor- 
tant duty of the Society. 

Members who are active to the ex- 
tent of attending meetings read The 
Illinois Certified Public Accountant 
to a greater extent (83.6%) than the 
average of 74% and apparently com- 
prise a large segment of the readers 
who regard the magazine favorably. 
As a group, a larger per cent read 
the magazine thoroughly than the 
average and fewer of them think it 
should be discountinued. In contrast, 
only 5.5% of this group save the 
magazine for future reference com- 
pared to the average of 45.5% and 
eliminating the group from the 1,151 
responses raises the average to 54%. 
The group also finds The Newsletter 
of greater interest than the average 
and does not favor discontinuance. 

The responses from inactive mem- 
bers represented 50.4% of the total. 
The interests of this group correspond 
very closely to those of active mem- 
bers except that a much greater 
interest was expressed in articles 
on Federal taxes, probably heavily 
weighted by corporate accountants 
and individual practitioners. They 
also agree with active members about 
the publication schedule of The Ilh- 
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nois Certified Public Accountant al- 
though they are not as interested in 
the magazine as the average. Their 
reaction to The Newsletter is not as 
favorable as the average with 11.9% 
seldom or never reading it. They are 
in favor of continuing both publica- 
tions and, if a choice had to be made, 
would favor continuing the magazine 
and dropping The Newsletter. 

It should again be emphasized that 
the extent of the variations from the 
over-all averages was not great among 
the various groups of members. Most 
of the variations are in the range of 
plus or minus 4%, there being only 
two exceptions which were pointed out 
in the preceding paragraphs. This 
apparent unanimity among the mem- 
bers was surprising since the responses 
were put on punch ecards in anticipa- 
tion of wide variations because of geo- 
graphical and affihation differences. 


PUBLIC ACCOUNTANT 


From this it can be coneluded that 
the members’ goals are fairly uni- 
form but the methods used to achieve 
them often cause the differences of 
opinion that arise in the Society. 


CONCLUSION 

The Committee on Public Service 
& Information has submitted a re- 
port to the Board of Directors of The 
Illinois Society of Certified Public 
Accountants containing recommenda- 
tions relating to the two publications 
which, in a large part, were based 
upon the results of the publications 
questionnaire. Detailed analyses of 
the data included in the question- 
naires were included with the ree- 
ommendations. This report was ap- 
proved ‘‘in principle’’ by the Board 
of Directors on May 25 and is pres- 
ently under further consideration. 


Opportunities For Broader Management Services 


(Continued from page 23) 


that public accountants can render 
to the managements of individual 
enterprises. 

This paper has presented the broad 
framework of some of the major gen- 
eral management areas in which 
public accountants can work in con- 
cert with an enterprise management 
to improve the overall planning and 
control of an enterprise’s activities. 
These areas are: (1) refining and 
improving the environment and the 
machinery for formulating enterprise 
policies and plans, (11) developing 
relatively ideal continuous analysis 
and forecast of long range consumer 


demand, and (111) improving the in- 
ternal communication system of the 
enterprise. 

Too often the sphere and contribu- 
tion of publie accountants have been 
viewed from the narrow confines of 
technical accounting. The writer 
believes the time more than ripe for 
enterprise managements to transcend 
using their independent accountants 
as mere “‘fact finders and reporters” 
and to use them more effectively as 
ancillaries in the highly productive 
areas of management planning, de-| 
cision making, and communication of 
enterprise policies. 


In the publ practice of every 
UPA, the $64.00 question has always 
yeen— ‘Why do so many businesses 
still close their books on the basis 
pf a calendar year, when a closing 
soinciding with their natural business 
year offers so many advantages?’’ As 
many of us know, it is sometimes just 
nbout as difficult to get management 
interested in changing a calendar 
ear corporation to a fiscal year as it 
is to attempt to convince a man to 
thange his religion or politics. So 
we certified pubhe accountants must 
ve dynamic salesmen, constantly 
preaching the gospel of the natural 
business year. This article, then, is 
primarily aimed at furnishing prac- 
icing accountants with some ammuni- 
sion for use in our cold war against 
che continuance of calendar year re- 
sorting by many of our clients. 

The average businessman, when 
vearing the natural business year 
nentioned, will usually admit having 
aeard about it at one time or another. 
However, when pressed further as to 
whether or not he utilizes it for his 
business, in many instances he will 
answer you with a barrage of defen- 
sive statements, which may be sum- 
marized as follows: 


(1) The Internal Revenue Service frowns 

upon changing taxable years. 

(2) Financial reports will no longer be 
comparative with other years. 

(3) Why should I use a fiscal year when no 
one else seems to use one? 


i 
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WHY NOT THE NATURAL 
BUSINESS YEAR? 


Prepared by the 
Illinois Society Committee on Natural Business Year 


(4) How will I be able to compare my re- 
sults with my competitors, who remain 
on a calendar year? 

(5) (Desperation clincher) The fiscal year 
idea sounds good, but isn’t it really 
a deyice CPAs use to facilitate the 
spreading of their work load so they 
can accept more clients? 

Some of us might be happy to 
retreat after a defense such as this. 
But if each argument is analyzed 
clearly, it can be reasonably answered 
and defeated. Don’t let your clents 
side-step your suggestion with any of 
these old chestnuts, because they just 
won’t hold water under close scrutiny. 
Let us disprove them one at a time, in 
the same order listed above. 

NuMBER ONE—‘‘ The Internal Reve- 
nue Service frowns upon changing 
taxable years.’’ This is simply not 
true, particularly for corporations. 
Reg. 1.442-1 (c) allows corporations 
to change their year without advance 
pernussion if they have not changed 
their tax year in the previous ten 
years, there is no operating loss in the 
short year period between the two 
closing dates, the taxable income for 
the short period is, when annualized, 
at least 80% of the taxable income for 
the preceding year, and other minor 
technical requirements are met. How- 
ever, in cases where prior approval is 
needed because of failure to meet one 
of the aforementioned reqiirements, 
a strong business purpose must be 
demonstrated. The natural business 


{ 
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year is acceptable as such a purpose. 
A word of warning might be appro- 
priate here. If the short period is 
one resulting in an operating loss, 
permission to change years may well 
be denied no matter how strong a 
business reason the corporation might 
have for requesting the year change. 
Partnership year changes are a bit 
more difficult and are allowed without 
the Commissioner's prior consent only 
if all of the principal partners (in- 
terests of 5% or more) have the same 
taxable vear to which the partnership 
ehanges. { Reg. 1.442-1(b) (2)]. From 
the foregoing, it appears the Internal 
Revenue Service is not against the 
idea of changing taxable years. and 
in fact encourages changes to a natu- 
ral business year. 

NumBer Two—'‘ Financial reports 
will no longer be comparative.’’ This 
may not’ appear to be much of an 
argument to anyone with an account- 
ing background, but to many _ busi- 
nessmen it may well loom as insur- 
mountable. Accountants should show 
their chents that it is possible, in 
most instances, to prepare compara- 
tive figures which will be suitable for 
management purposes without an un- 
due amount of effort. In other wor.s, 
figures for the prior period usual.y 
may be restated so that they cover a 
period that is comparable to the short 
year period of change. Also, the ecom- 
parative statements applicable to the 
first twelve month year after the 
change will require restatement. The 
accountant should indieate the fact 
that the benefits of having the com- 
plete picture of a full operating cycle 
will more than outweigh this addi- 
tional effort of recasting figures for 
comparison purposes. Internal ree- 
ords require no significant changes, 
and the year-end closing work, be- 
cause of reduced inventory and gen- 


eral slowdown, will require less effort 
to complete. 


{ 


NumsBer THREE—‘No one else is 
on a fiscal basis.’’ This fallacy is best 
demonstrated by citing the most | 
rent figures available from the In-| 


ternal Revenue Service on the num-> 


ber of corporate tax returns filed on} 
the basis of fiscal years. The figures | 
show that for tax years through June, | 
1956, 48% of the corporate returns § 
were on a fiscal basis, as compared | 
with 1930 when the percentage was } 
only 13%. This is an increase of} 
almost 300% in 26 years. Actually, | 
we anticipate that it will not be long; 
until the number of corporations fil- | 
ing on a calendar year bas‘s will be} 
in the minority, so how can anyone { 
still contend that: ‘‘ No one else seems |. 
to use a fiscal year’’? | 
NuMBER Four—‘*I would be unable 
to compare my operations with com- 
petitors remaining on a calendar 
vear.’’ As in argument number two, 
this is a matter of recasting your fig- 
ures to a comparable basis for man- 
agement purposes. This is not ae) 
uncommon procedure. As the above | 
mentioned percentages disclose that 
more and more businesses are chang- 
ing to the natural business year, it 
will eventually be the calendar year 
corporation that will be required to 
recast figures in order to be compara- 
tive with fiscal year competitors. 
NuMBER Five—‘The natural busi- 
ness year is merely the CPA’s method 
of spreading his work load.’’ Let us 
be honest and admit that the CPA 
does benefit from fiscal year closings 
of his clients. Its universal use would 
do much to assist him in keeping a 
Steady staff of competent employees 
and also permit additional interim 
work. However, the benefits derived 
by the CPA, which after all flow 


jeventually to his clients, are small 

in relation to what the businessman 

gains. 

_ What are these benefits the busi- 

Messman gains through use of a nat- 

ural year? We are certain that all 

accountants know them, but let’s re- 
view and re-emphasize them. The list 
below summarizes some of the prin- 

‘cipal benefits derived through the 

juse of the natural business year. This 

ds not intended as an all-inclusive list 
of benefits. Many of you will have 
some of your own to add, peculiar to 
individual businesses or industries, or 

caused by geographic locations (i.e., 

physical inventory taking in severe 

weather, etc.). 

(1) The balance sheet will usually present 

the company’s most liquid position— 
frequently a help in getting bank credit. 

(2) The income statement will cover one 
complete business ¢ycle—rather than a 
mixture of the end of one season and 
the beginning of another. 

(3) A fiseal year avoids confusion with 
calendar year-end activities, payroll tax 
returns, ete. 

(4) Inventory can be taken when it is lowest 
and when employees are least busy. 

(5) Financial statements for each year 
should be available earlier. 

(6) Ineome tax returns will show smaller 
amounts for inventories and accounts 
receivable, thereby reducing the area of 
possible dispute with tke government. 


Item four alone should cause the 
average small corporation to consider 
how much of a saving can be effected 
by use of the natural business year. 
‘Obviously it is preferable to shut 
down a plant when taking a complete 
physical inventory. Such a stop in 
production during the peak season, 
coupled with the cost of the men 
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assigned to take the inventory, ean 
be a very costly procedure. There- 
fore, it is simply good logie to take 
inventory when it is at its lowest 
level, and when the loss of production 
caused by the shut-down will be least 
harmful. If the natural business year 
will promote this saving, can the aver- 
age businessman afford to ignore its 
uses and benefits? 

A further point to consider when 
discussing the use of fiscal years with 
chents is the option new corpora- 
tions have to adopt in their first re- 
turn a fiscal year without Treasury 
Department advance approval. (Reg. 
1.441-1). Our committee has in the 
past conducted an informative cam- 
paign in this respect through contact- 
ing incorporators of new corporations. 
We believe this is an important ele- 
ment to be considered in planning 
for new corporations, which is some- 
times unknown or overlooked by the 
incorporators. 

The natural business year of an 
enterprise has been defined as a period 
of twelve consecutive months, or thir- 
teen periods, ending when its activi- 
ties have reached the lowest point in 
its annual cycle. This means that 
inventories, accounts receivable and 
payable, and bank loans, if any, have 
all been reduced to their annual mini- 
mum. We believe that all accountants 
are familiar with this definition, but 
are our clients also just as familiar 
with its meaning? It is up to us to 
see that they are, because, in the final 
analysis, the natural business year 
doctrine is spread most effectively at 
the ‘‘erass roots’’ level. 


REIMBURSED EXPENSES 


By James E. Burcess 


INTRODUCTION 


The advance publication in October, 
1957 of the Federal individual income 
tax return for that year contained a 
new line entitled, ‘‘6(a) Travel, Re- 
imbursed Expenses, etc.’’ This seem- 
ingly innocent line created a furor 
among business people and taxpayers 
that literally rocked the foundations 
of the Internal Revenue Service. 
Reeling under the attack led prinei- 
pally by the public press the Service 
in a news release on November 11, 
1957 tried to temper the rising tide 
of indignation and stated, in part, 
oi The new line will enable the 
Service to give attention to those re- 
turns where deductions for expenses 
appear to be disproportionate in re- 
lation to the employee’s income and 
occupation, and thus aid in detec- 
tion of abuses that have risen in this 
area. This merely fanned the 
fires already raging in the hearts of 
expense-conscious taxpayers, and fi- 
nally on November 25, 1957 the Serv- 
ice announced that taxpayers would 
not be required to answer line 6(a) of 
the 1957 return. The reason given for 
this decision was that most employees 
who received reimbursement turned 
over bills and receipts to employers 
and to reobtain this data so late in 
the year would place an undue burden 
on many taxpayers. However, as a 
parting volley, the Service announced 
that all individual taxpayers who in- 


cur expenses in connection with their 
employment should keep adequate ree- 
ords of their expenditures and reim- 
bursements so that for 1958 and later 
years they will be in a position to 
supply expense account information 
from their own personal records. 

Everyone realized that this was but 
a temporary withdrawal and that the 
problem of expense account reporting 
was still not solved. The Service was 
also cognizant of this and took upon 
itself to issue regulations on this 
particular subject which would at 
least let every taxpayer know the 
Government’s position. Accordingly, 
proposed regulations on ‘‘ Reporting 
and substantiation of traveling and 
other business expenses of employees”’ 
were issued on Mareh 12, 1958 and 
final regulations (Regs. 1.162-17) on 
the same subject became effective on 
August 28, 1959. 


EXPENSE ACCOUNT SCRUTINY 
Prior to 1958 
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Actually the 1957 announcements 


should not have caused the taxpayer 
reaction that it did. For the past six 
years the Service has shown in various 
announcements that it was thoroughly 
familar with the many abuses that 
actually existed in the expense ac- 
count area. It was announced in 1952 
that special attention was to be given 
to examination of large entertainment 
expense deductions and further indi- 
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jeated that full substantiation would 
jbe required. This program did not 
prove too satisfactory and in 1954 the 
Service issued further announcements! 
in an effort to expand the scope of 
‘investigation and set forth the degree 
jof substantiation required. These pro- 
nouncements, plus proddings from 
jsuperiors, caused field agents to be- 
jecome considerably tougher in the ex- 
spense account area. In 1957 a further 
release? directed agents to continue 
their close review of club dues, enter- 
tainment, travel, and maintenance of 
automobiles, yachts and company- 
owned residences. Close attention was 
‘to be directed to branch offices in re- 
fsort cities established for the purpose 
of sending business executives there 
for vacations. Other areas to be 
closely scrutinized were hunting trips, 
sporting events in distant cities and 
ithe like, all attended by hard-working 
executives because business expedi- 
yency demanded their presence. 

All of this indicated much activity 
iby the Service and taxpayers were 
feeling the harsh results but still no 
adequate regulations were in existence 
$that could serve as a general guide. 
iThe late 1957 controversy changed 
ithis. We now have some ground rules 
‘to follow, but only time will tell how 
thelpful they will be. 


AEXPENSES Now Fauu Into 
Two CLASSES 


| Basically, the new regulations cate- 
Ngorize expenses into two classes; the 
‘first being those for which the em- 
Iployee is required to account to his 
employer, and the second, those ex- 
‘penses for which the employee is not 
jrequired to account to his employer. 
iAn employee is considered as having 
Jaccounted when an expense report is 

1 Rev. Rulings 54-195, 1954-2 CB 47; and 54- 


$497, 1954-2 CB 74. 
27TR Cireular No. 57-85, June 20, 1957. 
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submitted which shows ‘‘the business 
nature and amount of all the em- 
ployee’s expenses (including those 
charged directly or indirectly to the 
employer through credit cards or 
otherwise) broken down into such 
broad categories as transportation, 
meals, and lodging while away from 
home overnight, entertainment ex- 
penses, and other business expenses.”’ 


MinEace ALLOWANCE AND 
Per Diem 


Many companies as a matter of pol- 
icy reimburse employees at a flat mile- 
age allowance for business use of their 
personal car and on a per diem basis 
for certain other expenses. In these 
situations the Regulations state that 
the Commissioner, in his discretion, 
may approve reasonable business prac- 
tices under which mileage and per 
diem in lieu of subsistence and similar 
allowances providing for ordinary 
and necessary business expenses in 
accordance with a fixed scale, may be 
regarded as equivalent: to an account- 
ing to the employer. 

Further information on this subject 
was contained in a recent ruling? in 
which information was requested as to 
the circumstances under which mile- 
age and per diem allowances would 
come under the reasonable business 
practice criteria as set forth in the 
Regulations. As the result of a study 
on this particular subject, the Com- 
missioner determined that an em- 
ployee who ineurs ordinary and neec- 
essary business expenses for travel 
(including meals and lodging) and 
transportation for which he is paid 
a fixed mileage allowance or a per 
diem allowance by his employer in lieu 
of subsistence will be deemed to have 
‘‘aceounted’’ to his employer for such 
expenses if the mileage and per diem 


3 Rey. Ruling 58-453, 1958 CB 37. 
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rates are not in excess of 125% of the 
rates authorized to be paid by the 
Federal Government in the locality 
in which the travel is performed. For 
information purposes, the Federal 
Government figures were merely used 
as a norm and within the Continental 
United States they pay 10 cents per 
mile for auto allowance and $12 per 
day for the per diem allowance in lieu 
of subsistence. Therefore, under this 
ruling an employee will have “‘ac- 
counted’? when his mileage and per 
diem allowances are not in excess of 
1214 cents per mile and $15 per day, 
respectively. It would appear that in 
situations of this type if the expenses 
are less than the reimbursements only 
the excess need be reported. 


PROCEDURE WHEN ‘‘ ACCOUNTING”’ 
Ts REQUIRED 

Where the employee is required to 
‘‘account’’ to his employer for travel, 
entertainment expenses and the lke, 
reporting for Federal tax purposes 
will not be required if the reimburse- 
ment equals the expenses. The term 
‘‘reimbursement’’ includes all direct 
or indirect charges to the employer 
for which the employee receives pay- 
ment in the form of advances, use of 
credit cards, or exact reimbursement 
on a periodic basis. A statement ap- 
pears on the 1958 tax return for tax- 
payers to check if they ‘‘accounted’’ 
to their employers and reimburse- 
ments did not exceed expenses. 

Exceptions will occur (1) if the 
reimbursements exceed expenses in 
which event the excess must be in- 
cluded as income and reported as 
such on the return; or (2) if the 
expenses exceed reimbursements, the 
taxpayer may elect not to claim the 
excess 1n which event he will merely 
indicate that reimbursements did not 
exceed expenses. If the employee de- 
sires to deduct the excess expense he 


| 
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{ 
will then follow the procedure to bel 
used by employees who are not re- 
quired to ‘‘account.”’ 


PROCEDURE WHEN ‘‘ ACCOUNTING’’ 
Is Nort REQUIRED 


An employee who is not required 
to ‘‘account’’ to his employer must 
include the following information on 
his return : 

1. The total of all advances, reim- 
bursements (including credit and} 
charges) received from the on 
ployer. 

2. The nature of the employee’s o +| 
cupation and number of days 
away from home (overnight) on} 
business. | 

3. The total amount of business ex-! 
penses incurred by the employee, 
segregated into broad categories. 
such as transportation, meals, 
lodging, entertainment, and other 
appropriate items. 


INFORMATION RETURNS BY 
EMPLOYER 


Employers are not required te 
submit Form 1099’s with respect to! 
payments made in reimbursement of} 
expense when the employer requires} 
an ‘‘accounting.’’ When an employee 
is not required to ‘‘account’’ then a 
Form 1099 must be submitted by the 
employer. 


UnusuauL SItuaTiIon 


It is entirely possible for the same 
employee and employer to use various 
methods of expense reporting. For 
example, a salesman travels for ap- 
proximately ten months each year in 
a particular state. He is reimbursed 
on the basis of actual expenditures: 
which are submitted to the employer 
through a weekly expense report. It 
would appear that this salesman has 
‘accounted’? and if the reimburse- 


nents equal the expenses no reporting 
Ss required by the salesman and the 
mplover is not required to submit 
in information return. 

Let us further complicate this ex- 
imple by assuming that in the other 
wo months the salesman goes on buy- 
ng trips to distant cities. On these 
rips the salesman is given a per diem 
Howance of $20.00 per day. Since 
his daily allowance is in excess of 
hat allowed by Revenue Ruling 
98.453, the salesman does not ‘‘ae- 
ount’’ to his employer so he would 
ve required to include all of the per 
iem allowances less applicable ex- 
yenses in his income tax return. The 
mplover should submit a Form 1099 
nd only report the per diem allow- 
mees. It would not appear that the 
xpenses incurred where the employee 
yas deemed to have ‘‘accounted’’ 
vould have to be reported by either 
he employee or the employer. This 
plit reporting can obviously create 
vookkeeping complications. It would 
ppear in the above situation that the 
xpense account procedures should be 
evised so that the employee and the 
mployer would both be relieved of 
he responsibility of reporting. 


JAXPAYER’S RESPONSIBILITY 
‘OR SUBSTANTIATION 


' The Regulations state that any tax- 
yaver may be required to substantiate 
nformation concerning expense ac- 
ounts as may be necessary to prop- 
rly determine tax liability. Ordi- 
harily taxpayers will not be called 
ipon to substantiate this information 
xcept those that fall into the follow- 
ne categories : 

1. A taxpayer who was not required 
to ‘‘aecount’’ to his employer 
or who does not ‘‘account.’’ 

2. A taxpayer whose expenses ex- 
ceed the total of amounts charged 
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to his employer and amounts re- 
ceived through advances, reim- 
bursements, or otherwise and 
who claims a deduction on his 
return for such excess. 

3. A taxpayer who is related to his 
employer within the meaning of 
Section 267(b) of the 1954 In- 
ternal Revenue Code. 

+. Other taxpayers in cases where 
it is determined that the account- 
ing procedures used by the em- 
ployer for the reporting and sub- 
stantiation of expenses are not 
adequate. 


These pronouncements certainly in- 
dicate that in the final analysis the 
Service will look to the particular 
employee for substantiation. How- 
ever, it would appear that many em- 
ployees will be removed from close 
scrutiny, especially when the reim- 
bursements are equal to expenses and 
the employee is a non-stockholder or 
minority stockholder. However, if the 
employer’s records are inadequate 
from an internal control point of view, 
even a non-stockholder employee may 
be required to substantiate expenses 
so as to eliminate the possibility of 
tax-free income being received by the 
employee under the guise of a busi- 
ness deduction to the employer. 


STOCKHOLDER EMPLOYEES 


The area which appears to be ripe 
for special attack is where an em- 
ployee is directly or indirectly more 
than a 50% stockholder. The indirect 
category would inelude stock owned 
by brothers, sisters, husband or wife, 
ancestors, and lineal descendants. 
Thus, if John Jones owned only 30% 
of the stock of A corporation and his 
father owned 40% of the stock, the 
expense reports of John Jones might 
be subject to close scrutiny because 
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John Jones and his father owned 70% 
of the stock of A corporation. 

Expense reports of employees in 
this category will be closely examined 
even though reimbursements are equal 
to expenses. The Service feels that 
the control position of the stockholder 
employee might enable him to cause 
the corporation to pay certain enter- 
tainment and travel expenses that are 
not properly ordinary and necessary 
business expenses and thus inure to 
the personal benefit of the stockholder 
employee. When this occasion arises 
it has been the recent practice of the 
Service to disallow the deduction to 
the employer as not being ordinary 
and necessary to the furtherance of 
the business and to add the disallowed 
amount to the income of the individ- 
ual stockholder employee under the 
theory that he has received a dividend. 
In these situations double taxation 
obviously arises, and in many in- 
stances the amount of the total tax, 
including that of the corporation and 
the individual, is in exeess of the 
disallowed amount. 


TREATMENT OF STOCKHOLDER 
EMPLOYEES 


Many times we, as tax  prac- 
titioners, are asked if the Government 
has a right to make these disallow- 
ances, and construe taxable income 
to the individual taxpayer. A _ re- 
cent case * probably best illustrates 
the Government’s effectiveness in this 
regard. Two brothers with other 
family members owned controlling 
interest of a corporation. In the year 
1952 the brothers incurred approxi- 
mately $11,000 of travel and enter- 
tainment expenses for which they 
were reimbursed by the corporation. 
The Service in its examination of the 

4 Stanley C. Olson, Buford W. and Demores 


Olson, Chas. Olson & Sons, Ine,, TC Memo 1958- 
56; April 9, 1958. 


corporation’s tax return disallowed} 
25% of the total amount, or $2,800. 
The Service further indicated | 
the $2,800 was to be considered af 
dividend and taxable as such to the; 
brothers. The Court concurred and 
stated that the disallowances wer 
proper. It did not question that the 
moneys had not been spent for busi- 
ness purposes but the lack of ade- 
quate substantiation precluded their 
acceptance of the entire amount. The) 
brothers were unable (or unwilling) 
to completely furnish the names of 
persons entertained, the kind of en 
tertainment, or specifically at least 
the business purpose of the entertain- 
ment. The Court further stated that 
the burden of proof resided upon} 
the taxpayers and, accordingly, it 
was their obligation to show the na 
ture of the expense item and its pur 
pose. After the disallowances wer 
asserted, the brothers then desire 
that the corporation be allowed th 
deduction for additional salaries or 
other compensation as corporate offi 
cers. The Court stated that this was} 
obviously an afterthought, that there 
was nothing in the record to show 
that such additional compensation} 
was intended or expected and_ thatt 
the record further fails to support 
the view that any such amounts wher 
related to the substantial salaries,| 
commissions, and bonuses were rea 
sonable. Other cases with similar 
facts often have the same result. 


ACCUMULATED HARNINGS NEEDED 
To Sustain DivipENpDs 


In most situations, where there i 
a disallowance to the employer an 
subsequent income to the stockholde 
employee, the corporate employe 
will have sufficient accumulated earn- 
ings to sustain the position that th 
employee received a dividend. Whe 


aecumulated earnings are not present 
and a disallowance of expenses is 
made, the stockholder employee has 
received a non-taxable return of 
eapital. 


iAvoipING DouBLE TAXATION 

A possibility for at least avoiding 
jthe area of double taxation might 
ibe a fixed expense allowance for 
which the stockholder employee is 
not required to ‘‘aeccount’’ to the 
employer. In these situations it 
should be specifically understood be- 
tween the employee and the employer 
as to the nature of the expenditures 
to be made under an arrangement 
of this type. A recent Revenue 
(Ruling ® stated ‘‘...that a corporate 
iofficer who claims deductions for 
raveling and entertainment expenses 
incurred on behalf of the corporation 
must bear the burden of proof that 
the is entitled to such deduction . 

a resolution requiring the assump- 
tion of such expenses by him would 
jtend to indicate that they are a neces- 
sary expense of his office.’’ While 
it is true that the burden of proof 
for the expenditures falls upon the 
icorporate officer, nevertheless under 
current Regulations he still appears 
‘to have the burden of proof for ex- 
Ipenses even on a_ reimbursement 
‘basis if he owns directly or indirectly 
more than 50% of the stock of the 
corporate employer. It would appear 
‘that under an arrangement of this 
nature at least the deduction to the 
jecorporation would be safe and any 
cdisallowances would result in tax to 
ithe corporate officer only. Bear in 
‘mind, however, that compensation, 
axpense allowances and other fringe 
‘items paid to or for the benefit of the 
lecorporate officer must still be con- 
lsidered reasonable in the aggregate. 


5 Rey. Ruling 57-502, IRB 1957-43, 15. 
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A case® on this subject involved 
an expense allowance of $6,000 per 
year, which allowance was approved 
by the Board of Directors and the 
resolution further provided that the 
corporate officer would not be re- 
quired to render an accounting there- 
fore. The Service in its examination 
of the corporation’s tax return dis- 
allowed the $6,000 of expenses and 
further claimed that the amount was 
taxable to the officer. The Court 
agreed with the conclusion that the 
expense allowance was not reasonably 
substantiated; however, they stated 
that it was not substantiated as en- 
tertainment expense but -did consti- 
tute additional compensation to the 
officer, as his salary plus the expense 
allowance was not considered exces- 
sive. The individual did have taxable 
income to the extent of $6,000 but 
double taxation was not involved. 


RecorDs TO BE KEPT 


This is a subject on which there 
has been much discussion, but bas- 
ically it is quite simple. The Service 
requires taxpayers to maintain as 
adequate and detailed records of 
travel, transportation, entertainment, 
and similar business expenses as 
practical since the burden of proof 
is on the taxpayer to show that the 
expenses were not only paid but that 
they actually constituted ordinary 
and necessary business expense. It 
is suggested that a daily diary be 


maintained in sufficient detail to 
readily identify the amounts, the 


nature of the expenditure, persons 
entertained, and the business pur- 
pose. It is recognized by the Service 
that documentation of all expendi- 
tures is practically impossible. Thus, 
detailed records of small expendi- 


6W. Horace Williams Company, Inc., DC La. 


July 10, 1956. 
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tures, such as tips and the like will 
not be required. 

If the taxpayer does not have a 
complete record of expenditures and 
receipts the Service again becomes 
somewhat realistic in that they may 
be able to establish the amount of the 
expenditures by approximations 
based on secondary sources of infor- 
mation. For example, a taxpayer 
might spend five or six days in an- 
other city. In cases of this nature, 
rail or plane fares can be determined 
with a degree of exactness and pos- 
sibly automobile expenses can be 
approximated on the basis of mileage 
covered. Meals and lodging might be 
computed based on receipted hotel 
bills or on known hotel rates and liv- 
ing expenses in the particular com- 
munity. It must be remembered that 
the burden of proof is on the tax- 
payer to establish that the amounts 
claimed as a deduction are reason- 
ably accurate. Due consideration will 
be given to the reasonableness of the 
expenditures taking into account the 
employee’s income and nature of his 
occupation. 


CoHAN RULE AND Irs 
APpPpLicAaTION 


Much publicity has been given to 
the Cohan rule. This resulted from 
the case’ of the famed- theatrical 
producer, George M. Cohan, who 
spent considerable sums of money in 
travel and entertainment expenses 
in the furtherment of his various pro- 
duetions. He was unable to provide 
adequate documentation of all his 
expenditures. The Court stated that 
‘*Apbsolute certainty in such matters 
is usually impossible and is not neces- 
sary.’ It further directed that ‘‘the 
Board (Tax Appeals) makes as close 
an approximation as it can, bearing 


7 George M. Cohan, 39F (2d) 540 (CA-2, 1930). 


heavily, if it chooses, upon the tax- 
payer imexactitude is of his 
own making.’’ As a result of this de-} 
cision a certain portion of Mr. 
Cohan’s expenditures, though unsub- 
stantiated, were allowed. This ap- 
proach has been used many _ times 
since 1930 and is generally applied 
to situations where, in the absence of 
satisfactory evidence as to claimed 
expense deductions, the Courts have 
allowed an approximate reduced | 
amount. 
The Cohan rule should not be fol | 

| 


whose 


lowed literally for the Courts do re- 
quire a degree of substantiation. In 
the case previously referred to where } 
the taxpayer had a $6,000 expense 
allowance, it was necessary for him | 
to take his own ease ® to Court in an} 
effort to prove his deductions. Hej} 
was certain that he spent $6,000 or 
more in paying for food, liquor, and 
travel for the entertainment of cus- 
tomers but he could not offer any 
proof. The Court held that in a suit 
for refund the burden is on the tax- 
payer to show that the tax was wrong- 
fully collected, and that carries a 


burden of showing some substan- 
tiation that entertainment expenses 


were actually paid or incurred. 
viously, the refund was denied. 

All is not lost however, even if a 
taxpayver’s expenditures are ques- 
tioned and initially disallowed by the 
Service. In one the Govern- 
ment contended alone with other rea- 
sons that the expenditures should not 
be allowed because the taxpayer did | 
not carry the book with him and only 
put in the amounts spent when he 
returned to the office. The Court took 
the position that this brief delay did 
not render the evidence untrust- 
worthy. 


Ob- 


case ® 


*W. Horace Williams, Sr., CA-5, July 18. 1957. 


"John P. Wagner, et al.. TC Memo 1958-1 12) 
June 16, 1958. 


CONCLUSION 


Actually, little has changed in the 
entertainment and travel expense 
area. The Regulations did define the 
Government’s position and eliminate 
the Line (6(a) requirement that had 
riginally been proposed for 1957. 
owever, the 6(a) victory might be 
short-lived as Treasury Under Secre- 
tary Fred C. Scribner, Jr., recently 
tated that: ‘‘If the new Regulations 
don’t work, the Service will have no 
alternative but move promptly to the 
much more stringent position repre- 
sented by Line 6(a) which appeared 
on the 1957 tax return and which we 
all hope has been permanently put 
aside for the new approach.’’ If the 
Service follows the threat posed by 
Mr. Scribner we will be in the ident- 
ical position that we were a year ago. 

Still unanswered is the question as 
to whether reimbursements constitute 
gross income. Some support for their 
inclusion as such is created by certain 
wording ineSection 62(2)(A) of the 
1954 Internal Revenue Code and the 
Regulations thereunder. It would 
appear that the Service might be sub- 


REIMBURSED EXPENSES 49 


scribing to this position in light of 
Mr. Seribner’s remark. A possible 
rebuttal to this contention might be 
that reimbursements do not consti- 
tute taxable income as the employee 
in spending the money is merely 
acting as an agent for the employer. 

Basically, the Service will still look 
to individual taxpayers for substan- 
tiation but it will do so only under 
certain specified conditions. Under 
present Regulations this should have 
the effect of removing certain tax- 
payers from close examination and 
thus enabling the Service to more 
readily concentrate on classes of tax- 
payers that have always been the 
prime target, the large spender and 
the stockholder employee. 

The rules are strict and there are 
Court decisions to substantiate Serv- 
ice’s position. The best advice that 
can be given is to have adequate 
documentation of all expenditures 
wherever practical. Approach the 
problem on a reasonable basis, and if 
the Treasury Agents adopt the same 
attitude everyone should be a_ lot 
happier. 


BANK ACCOUNTING 


By Grorce RIcHARDS, JR. 


INTRODUCTION 

1 always remember some advice 
given me when I first began working 
as a public accountant. I was em- 
ployed by asmall CPA firm and, after 
a couple of years of apprenticeship, 
had reached the status of an ‘‘in 
charge’’ accountant. Quite frankly, 
the only person over whom I was ‘‘in 
charge’’ was myself and, as many of 
the chents were new to me, I had a 
certain amount of misgivings about 
the whole thing. 

Like other small firms, we had never 
quite reached the point where we had 
written audit programs for many of 
the smaller engagements. In most 
eases the only guide was last vear’s 
working papers. This raised the prob- 
lem of what to do first on the audit 
and, more particularly, the best ap- 
proach to take in order to avoid any 
display of fumbling or inexperience 
in the client’s office. 

I discussed my problem with a 
partner of the firm and he told me, 
“When in doubt, always start by tak- 
ing a trial balance of the general 
ledger. Then if you still are uncer- 
tain what to do, reconcile the bank 
accounts and count petty cash. At 
this point, if you still have doubts on 
how to proceed, select prepaid insur- 
ance or some other relatively common 
accounting situation for examination. 
After doing all of these things, if 


you still don’t have your feet on the 
ground, you might just as well pack 
up your brief case and come back 
to the office.’’ 

While this is not much of a story,; 
I know from experience that it is 
pretty good advice. Of course it is 
significant to note that my small firm } 
employer did not engage in any bank 
audits. If the foregoing techniques 
were employed there, I am afraid the 
results might be disastrous. 

If you contemplate performing a} 
bank audit, you must have a working 
knowledge of the bank’s accounting 
system before you undertake the en- 
vagement. There is no impleation 
here that bank accounting is difficult} 
or complicated. The important point 
is that it is different. You must know} 
what you are dome from the outset. | 
*‘Control’’ is the key word. Whenyj 
you walk in the door you have to} 
know immediately how to control! 
assets and accounting records. This} 
involves among other things, of course, 
a definite understanding of the bank 
accounting system. 

Although the banking industry as 
a whole does not use a uniform ac 
counting system, there is a certain 
degree of similarity in accounting 
methods. In describing bank account- 
ing here I have elected to approach| 
the subject from the standpoint of 
differences between it and eonven- 
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ional accounting rather than attempt- 
ng to give you a detailed explanation 
f a bank accounting system. I be- 
ieve that you will agree that this a 
nore practical approach since we will 
not be spending time discussing ac- 
counting procedures that are common 
-o banks and to other organizations 
and which, for that reason, are al- 
ready quite familiar to vou. We also 
will want to consider certain gen- 
eral aspects of the classification of 
Accounts in a typical small bank and 
some of the principal accounting 
records should be mentioned. 


COMPLETE Day Posting AND 
TRIAL BALANCING 


One of the more significant differ- 
anees between bank accounting and 
other forms is in the method of post- 
ine and trial balancing the general 
ledger. Because of the fact that banks 
ust prepare a daily statement of 
condition or balance sheet, it is neces- 
sary that the general ledger be posted 
nd trial balanced at the close of each 
day’s business. The bank must be 
in a position to prepare its finan- 
tial statements almost immediately 
ufter the day’s transactions have been 
recorded. 

As a matter of expediency the usual 
procedure is to net the income and 
2xpense accounts since the last closing 
date and carry this amount in the 
statement of condition as a suspense 
oalance usually labeled ‘‘profit and 
oss’? or some similar designation. 
This procedure eliminates the need 
for closing out the income and ex- 
pense accounts to undivided profits 
at the end of each day. There is no 
qniform procedure for closing income 
and expense accounts to the undi- 
vided profits account ; however, many 
ganks do this on a semiannual basis 
and carry the net current earnings 
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figure in the statement of condition 
in the manner described at times other 
than the closing dates. 

It can be readily appreciated that 
the need for daily financial statements 
naturally influences the whole bank 
accounting system and contributes 
to other differences that set it apart 
from conventional accounting. For 
example, banks do not use acerual 
accounting as we know it. The need 
for preparing financial statements on 
such an immediate basis makes it im- 
practicable to hold the books open for 
periods long enough to establish all 
expense and income accruals. Some 
banks speak of the fact that they 
use accrual accounting, but upon 
closer analysis it will become apparent 
that accrual methods are applied to 
certain income and expense accounts 
but are not extended to many other 
areas, 


PREPONDERANCE OF BALANCE 
SHEET TRANSACTIONS 


In the majority of conventional 
accounting systems we find many 
transactions that affect both income 
statement and balance sheet. For ex- 
ample, recording sales, incurring ex- 
penses, and the like, result in simul- 
taneous changes in both income and 
balance sheet accounts. While some 
transactions pertain to balance sheet 
accounts only, the proportionate num- 
ber of these in relation to other entries 
is not particularly significant. In 
bank accounting the situation is quite 
different. The majority of daily trans- 
actions affect only balance sheet ac- 
eounts. To give you some idea of the 
volume of transactions of this nature, 
it is not uncommon for a small bank 
(and by small we mean one having 
deposits of $10,000,000 or less) to 
handle 4,000 or 5,000 items a day— 
each one of these being an accounting 


52 THE ILLINOIS CERTIFIED PUBLIC ACCOUNTANT 


entry affecting a balance sheet ac- 
count. This difference in accounting 
influences the system that a bank 
must follow, as methods must be de- 
vised to expedite the sorting and 
summarization of such a volume of 
accounting entries. When we consider 
the tremendous volume of individual 
transactions, we begin to appreciate 
the need for high speed methods of 
classifying this accounting informa- 
tion. 


[IMPORTANCE OF ACCOUNTABILITY 
BETWEEN INDIVIDUALS AND 
DrPARTMENTS 


The importance of internal control 
and the establishment of individual 
accountability cannot be over-empha- 
sized in banks. When we consider that 
each department and the individuals 
working therein handle large amounts 
of cash and other negotiable items 
such as checks, notes, and securities, 
we can readily understand the need 
for proper controls to establish ac- 
countabilty. Accountability between 
individuals and departments is usu- 
ally controlled through the use of 
‘‘blotters’’ or ‘‘ proof sheets’? and the 
use of a system of departmental or 
individual transfers. For example, 
if a batch of checks is transferred 
from one department to another for 
further processing, the total of the 
items is charged to the department 
receiving them and offset by a credit 
entered on the department proof sheet 
of the department sending the items. 
These departmental debit and credit 
transfer amounts ‘‘wash-out’’ at the 
end of each day. In effect, since they 
exactly offset one another, they ean 
be eliminated from general ledger 
posting. 

Another reason why individual 
accountability must be maintained in 
a bank is the fact that transactions 


| 
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and accounting entries are contimu-} 
ously flowing from one individual or 
department to another. For example, 
a teller cashes a check drawn on a 
New York bank, the money is paid 
to the customer, and the check is 
placed in the teller’s drawer. He does } 
not wait until the end of the day for 
further processing of the item as this 
would create a bottleneck if all trans- | 
actions were handled in this manner. 
Several times a day he will total the | 
cheeks cashed and transfer these 
items to another department. He will 
charge this department with the total | 
of such items and, in turn, the de-| 
partment will credit him. The check } 
which he has just cashed on a New | 
York bank will probably not stay in| 
his cash drawer more than a couple} 
of hours. It will then be sent to the } 
central proof department where, along 
with other items, it will be sorted, 
listed, and proved for further pro¢- 
essing. As we are talking about an 
out-of-town item, this check will be 
forwarded to the transit department, | 
where it will be listed in a ‘‘cash} 
letter?” and probably sent airmail to} 
a New York bank that acts as corre-} 
spondent for the cashing bank. It 
is quite possible that this check will} 
actually leave the bank before the} 
close of business the day received. 
The important point brought out by 
this illustration is the continuous 
movement of items in the bank. Each 
individual (or department) performs 
certain functions with respect to the 
items that he handles and then passes 
the items along for further processing. 
This is why accountability must be 
maintained at all times. 


q 


EXTENSIVE USE OF 
CasH—Basis ACCOUNTING 

We have already mentioned that 
there are practical considerations that 


influence the bank’s use of eash-basis 
necounting. The importance of timely 
preparation of financial statements 
iletermines this, although there are 
pther contributing factors. Most 
transactions arise in banks as a result 
of receipt or payment of cash. This 
fact has led to the use of entry 
Fickets which record the offset to the 
mash side of each transaction. For 
example, when a cash deposit is made 
nt a teller’s window, the cash is placed 
n the teller’s drawer and the deposit 
ricket along with others becomes the 
Hasis of a general ledger credit entry. 
Thus, in banking we find that while 
louble-entry accounting is used, the 
recording processes are geared to sum- 
jnarize the non-cash side of accounting 
pntries. This is done through the use 
of single-entry tickets. 

This brings to ight another signifi- 
sant diiference in bank accounting: 
chat is, the absence of conventional 
journals. Time would not permit the 
recording of each transaction in a 
-olumnar journal and posting the 
journal column totals to the general 
edger. A faster method must be 
pmployed to summarize and record 
flaily transactions. Thus, we use 
mtry tickets in place of journals. 
Jnee the equality of debit and credit 
umounts is established, the tickets are 
sorted and classified for the purpose 
of summary posting. 

This general procedure is apphed 
0 all accounts except cash. The cash 
balance in the teller’s drawer changes 
With each transaction and, at the 
md of the business day, the net change 
n cash should equal the net debits 
ind eredits to other general ledger 
vccounts. This brings up another 
peculiarity of bank accounting in the 
sosting of the general ledger. All 
vecounts of the general ledger are 
xosted to give effect to the day’s 


‘ 


| 
\ 


BANK ACCOUNTING Ses 


transactions except the cash account. 
The cash account is cleared each day 
of the opening balance and the new 
balance at the close of business is 
entered as a debit. All other things 
beige equal, this procedure should 
result in the general ledger being 
in balance after the posting of all 
transactions. 


CLASSIFICATION OF ACCOUNTS AND 
CERTAIN ACCOUNTING PRACTICES 
IN BANKS 


Unquestionably we can spend a lot 
of time reviewing the classification 
of accounts in the bank’s general 
ledger for purposes of explaining ac- 
count functions. However, this seems 
hardly necessary as the nature and 
purpose of many of the general ledger 
accounts are self-evident. In the in- 
terest of conserving time it seems 
more appropriate to restrict our dis- 
eussion to account classifications and 
practices peculiar to the industry and, 
in themselves, somewhat foreign when 
compared with other types of busi- 
ness activity. 


The concept of working eapital 
has no special significance in the 


financial management of a bank. In 
fact, banking has a complete set of 
its own rules; thus, there is no divi- 
sion in this classification of accounts 
for current assets or current liabili- 
ties. In leu of this, account group- 
ines are somewhat as follows. The 
assets are usually arranged in order 
of their cash availability, although 
occasionally there are some exceptions 
to this method of presentation. Gen- 
erally, assets can be divided into five 
@roups: 

First we have cash 
due from other banks. 
of total balances of teller funds and 
vault reserves plus checks and other 
Bal- 


and balances 
Cash consists 


items in process of collection. 
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ances due from other banks represent 
deposits with correspondents used to 
facilitate check collection and other 
banking services. ‘‘Due from’? ae- 
counts reflect transactions initiated 
by the bank maintaining such de- 
posits and are not customarily used 
to record transactions originating in 
the depositary institutions. ** Due 
to’’? accounts are for the latter pur- 
pose and it is not uncommon to find 
reciprocal balances in the statement 
of condition representing accounts 
with another bank. 

The second group of assets is that 
of investment securities, sometimes 
referred to as the bank’s ‘‘secondary 
reserve.’’ These, for the most part, 
are United States Government obliga- 
tions. The balance includes ‘‘non- 
taxables’’ consisting of state, county, 
and municipal securities, and some 
banks have modest investments in 
taxable issues of corporations, rail- 
road trust certificates, and other debt 
securities. It is significant to note 
that, with certain exceptions, banks 
are not permitted to invest in com- 
mon stocks. Federal Reserve mem- 
bers are required to subscribe to 
shares of capital stock in the Federal 
Reserve Bank of their district equal 
to a percentage of their own eapital 
stock and surplus accounts. In Illi- 
nois quite a few banks carry stock 
investments in subsidiary companies 
that conduct safe deposit operations 
on the bank premises. Also, recently 
a trend has developed for financing 


new quarters through — subsidiary 
building corporations. 
The third division of assets per- 


tains to loans. Time does not permit 
a detailed analysis of the many types 
of loans that a banking institution 
makes; however, loans usually can be 
divided into three categories. These 
consist of first mortgage loans on real 


estate, consumer credit loans, and 
commercial loans. Separate account- 
ing records are maintained for each 
of these categories. It is significant 
to note that banks are not permitted 
to make so-called ‘‘capital loans” 
and, for this reason, commercial loans 
are concentrated on seasonal finane- 
ing of business transactions except 
to the extent of collateralized obliga- 
tions and certain other exceptions. 


| 
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The fourth asset subdivision re-} 
lates to physical properties used in 
connection with banking operations. | 
These consist of bank premises, fur-; 
niture and equipment, etc. Many; 
banks follow conventional accounting 
practices with regard to depreciation} 
and capitalization of fixed assets.! 
However, there still remain a number} 
of banks that follow arbitrary ae- 
counting practices with respect to! 
fixed assets. Thus we find situations 
where items that, under generally ae 
cepted accounting principles should 
be capitalized, are written off at the} 
time of acquisition and depreciation 
pohcies are often arbitrary and are 
influenced by a desire on the part off 
management to reflect a certain end-} 
result in earnings. 

The final of assets is a 
‘‘eatch all?’ for items that cannot be 
properly classified under the first 
four divisions mentioned. Here we 
find prepaid insurance, sundry ae 
counts receivable, interest earned but 
not collected, and other items. The 
total of other assets is never material 
and often is less than 1%. | 


division 


No hard and fast rule can be given 
for the dollar distribution of the: 
banks assets although it is worthwhile 
to note that for 1958 the distribution 
of assets of member banks of the 7th 
Federal Reserve District showed the 
following average percentages : 


ASH MASSCLS nth 18.5% 
Investment securities ............ 46.5 
LIGEEES. SOY in Rk a Ao a 34 


Real estate and other assets . 1 


One other point of significance in 
analyzing the assets of a bank is that 
considerable importance is attached 
fo the term ‘‘risk assets.’? These are 
rhe total assets reduced by cash assets 
and investment in United States 
tovernment securities. The ratio of 
‘isk assets to capital is an important 
yardstick in measuring the relative 
strength of the bank. While there are 
many other ratios that could be dis- 
sussed, this one is mentioned in par- 
foular because of its importance. 

' The classification of abilities in 
sank accounting is quite different 
from conventional practice. Liabili- 
des can be subdivided into the follow- 
ng categories: deposits, other labili- 
jes, and net worth accounts. Deposits 
are classified as ‘‘time’’ and ‘‘de- 
nand.’’ Regulation Q of the Board 
of Governors of the Federal Reserve 
System provides a definition for each 
‘ype of deposit. Generally, time de- 
dosits represent liabilities that are 
10ot immediately payable and_ for 
which the bank reserves the right to 
‘equire notice before withdrawal can 
ye made. These deposits usually bear 
nterest and consist of savings ac- 
‘ounts, time certificates of deposit, 
uid time deposit open accounts. It 
should be mentioned that demand de- 
d0sits not only include commercial 
and =individual checking accounts, 
jut also the bank’s liability for official 
thecks and other obligations out- 
standing. 

Other liabilities in the classifica- 
jon of accounts consist of accruals 
‘or taxes, interest on time deposits, 
und other obligations arising from 
yperations that the bank considers 
xxpedient to reflect im the accounts 
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on an incurred basis. We have al- 
ready mentioned that banks do not 
reflect all accruals in their financial 
statements because of the timely basis 
on which financial statements are 
prepared. 

The net worth accounts consisting 
of capital stock, surplus, undivided 
profits and appropriated reserves are 
the subject of special comments in 
later paragraphs. For present pur- 
poses they are identified only as the 
third subdivision of liabilities. 

No particular purpose would be 
served by a lengthy discussion of 
the various income and expense ac- 
counts since they are more or less 
self-explanatory. The principal earn- 
ing assets of investments and loans 
evenerate interest income which 1s 
usually segregated into taxable and 
nontaxable elements to facilitate 
preparation of tax returns. Other in- 
comes for which accounts are pro- 
vided consist of service charges, ex- 
change fees, safe deposit rents, ete. 
In the expense account classification 
section the most significant account 
is that of salaries which represents 
approximately one-third of the total 
expenses of operation. Interest costs 
are also a substantial item for which 
expense accounts are provided; how- 
ever, other categories represent rel- 
atively nominal items and would not 
be too much different from what you 
would anticipate in any other service 
organization. 


CHECK COLLECTION SYSTEM 

We are all aware of the fact that 
most business transactions today are 
settled by check and that the banking 
system has the responsibility of check 
collection. Checks received by a bank 
for collection can be roughly divided 
into three categories. First we have 


‘““on-us’’? checks. These items are 
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drawn on accounts of the bank receiv- 
ing them and at the close of the day 
will be charged against such accounts 
and in this manner collected. The 
second category is that of clearing 
house items. These checks are drawn 
on local banks in the same community 
of the bank receiving them and they 
are assembled and presented daily to 
the drawee banks involved. The 
method of settlement is one of offset ; 
that is, the bank sending items to the 
clearing house receives credit for the 
total of such items which in turn is 
offset by the total of items received 
in exchange. The net difference, debit 
or credit, is settled by draft or wire 
transfer depending upon the clearing 
house rules. The third category of 
items represents checks which are 
drawn on out-of-town banks and are 
often called ‘‘transit items.’’ These 
checks are either collected through 
the Federal Reserve System or by 
‘direct sending’’ to correspondents 
of the receiving bank. 

When a check is deposited, the 
availability of the funds to the de- 
positor depends upon the length of 
time necessary to collect the item. 
This, in turn, depends upon the point 
on which the item is drawn. If the 
check is an ‘‘on-us’’ item, the avail- 
ability of funds is usually immediate 
as the act of collection is merely 
transferring a balance from one ac- 
count to another in the same bank. 
It the check is a clearing house item, 
it must be presented to another local 
bank for payment so that funds are 
not available for at least a day. And, 
if the check is an ‘‘out-of-town’’ item, 
the period of collection may take 
longer than one day. While the de- 
positing bank gives the customer 
provisional credit for the check when 
it is deposited, the availability of 
funds determines when the depositor 
may withdraw the deposit. 


| 
| 
Each day the bank receives a large) 
volume of items for deposit in alli 
three of the categories mentioned. 
The totals of deposited items are 
credited to depositors’ accounts and 
the items are sorted and processed 
for collection. At the same time that 
this is going on the depositing bank 
is also receiving checks which have 
originated in other banks under sim-} 
ilar conditions. While some banks) 
handle their check collections by 
direct sending of items to other se | 
Reserve | 


respondents, the majority use the 
facilities of the Federal 
System. Time does not permit us 10) 
20 into this phase of banking opera- 
tions, and although it is a very inter- 
esting subject, it bears only indirectly 
on the accounting procedures. The} 
importance of the check collection 
system in so far as accounting 1s 
concerned is the matter of avail- 
ability of funds. In other words, not} 
all recorded deposits are immediately} 
available for withdrawal since, to a} 
certain extent, they represent items 
that are actually in the process of 
collection. This uncollected element} 
of deposits is often referred to in the 
industry as ‘‘float.’’ 

Up to this point in discussing the 


collection of checks we have been 
talking about ‘‘eash items.’’ This is 


a term given to checks for which pro- 
Visional credit is extended during the 
period that the item is actually in the| 
process of collection. If the item is 
not paid at the point at which it is) 
drawn, the process is reversed and 
the depositor’s account is charged 
with the return of the item. How- 
ever, there are other items handled 
in banking as ‘‘collection items.” 
These are given to the bank for col- 
lection but the account of the de- 
positor or customer is not eredited 
until collection is actually made. No 
accounting entries are made until the 


jtems are paid. From the standpoint 
of volume these do not represent a 
significant number of transactions 


(ACCOUNTING FOR INVESTMENT 
SECURITIES 

| The accounting procedures for 
jandling investment securities in the 
pank’s portfolio are not different 
from those that could be anticipated 
in other situations. The usual pro- 
redure is that the securities are 
rarried at cost and, if cost exceeds 
face, the premium is amortized 
ngainst income. Some banks report 
income on the cash basis although 
many, in recognition of the fact that 
snterest collections may be somewhat 
seasonal, accrue interest income on 
securities on a monthly basis. This 
‘s to be recommended as it records 
neome ratably as it is earned. If it 
vere not followed, it could lead to 
material distortion in the income ac- 
sount at interim reporting dates. 

It is significant to note that, at 
‘he present time, many banks have 
n sizeable amount of depreciation in 
heir bond portfolios due to bond 
market conditions. A few banks have 
established reserves, at least in part, 
(0 take care of this depreciation. 
‘lowever, due to the nature of the 
myestments, the supervisory author- 
ties have not imposed any require- 
nent that a cost or market rule be 
iypplied to the investment security 
yortfolio. 


LEGAL RESERVE REQUIREMENTS 

Some mention should be made of 
he legal reserve requirements in 
yanking. ‘‘Legal reserve’’ refers to 
he amount that the bank must main- 
fain on deposit with the Federal 
Reserve Bank of its district. Non- 
nember banks would not be covered 
yy such a requirement, although there 
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are certain states that have provisions 
in the banking law requiring certain 
cash reserves against deposits. The 
legal reserve requirement of the Fed- 


eral Reserve System can act as a 
restraint to excessive credit since 
each member bank must maintain 


reserve balances determined by the 
respective percentages of demand 
and time deposits. These percentage 
requirements differ as between city 
and country banks. 


NET WortH AccouNTS 

All depository banking in the 
United States is conducted by incor- 
porated organizations so that the net 
worth accounts of the bank will re- 
flect this type of organization. Gen- 
erally there are four account classifi- 
cations in the net worth section. First, 
we have an account for capital stock. 
In the majority of cases only one 
class of stock is outstanding. During 
the depression years of the 1930’s 
quite a few banks issued preferred 
stock, a substantial portion of which 
was held by the Reconstruction Fi- 
nance Corporation. However, at this 
date substantially all of this stock has 
been retired and it would be the rare 
situation where more than one class 
of stock would be outstanding. Bank- 
ing laws do not permit banks to issue 
no-par stock so that, in each instance, 
the capital stock account will be rep- 
resented by par value shares out- 
standing. Also, all of the authorized 
stock of a bank must be subscribed 
and issued. There can be no author- 
ized and unissued stock. 

The second net worth account of 
importance is the surplus account. In 
banks this account is somewhat sim- 
ilar to paid-in surplus of other cor- 
porations and, for all practical pur- 
poses, can be considered as a part of 
permanent capital. The significance 
of the surplus account can be more 


readily appreciated by the fact that 
the capital stock and surplus accounts 
together are frequently used as a 
yardstick in determining loan and 
investment limitations. For example, 
national banks are restricted (with 
certain exceptions) from making 
loans to any one borrower in a total 
amount in excess of 10% of capital 
and surplus accounts. The surplus 
account comes into existence at the 
time of formation of the bank. The 
usual requirement is that the sub- 
scribing stockholders must pay a 
premium over the par value of stock 
subseribed and a portion of this pre- 
mium is credited directly to the sur- 
plus account. Thereafter annual 
transfers of earnings must be made 
until the surplus account equals the 
par value of outstanding capital 
stock. 

The third net worth account for 
discussion is the undivided profits 
account. This account is the counter 
part to retained earnings or earned 
surplus of other corporations. Net 
earnings are periodically closed to 
this account and dividends and trans- 
fers to surplus are charged against 
it. As mentioned earlier, many banks 
follow the practice of closing out in- 
come and expense accounts on a semi- 
annual basis. This is intended to 
facilitate the preparation of financial 
reports that are required by the 
supervisory authorities for each semi- 
annual period. 

The final net worth classification 
is a general one and comprises certain 
reserves that the bank has seen fit 
to appropriate out of earnings or un- 
divided profits. These reserves are 
some times referred to as ‘‘after tax”’ 
reserves, since additions to them do 
not result in a tax benefit. Some 
banks have been criticized for the 
manner in which they use reserve 
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ing earnings or of disguising the j 
extent of earnings. It is not uncom- 
mon to find transactions creating | 
‘reserves for contingencies”’ "a 

| 


\ 
accounting as a means either of level- | 
| 


any real basis for such action other 
than a conservative attitude on the 
part of the bank. 


TyprcAL BANK RECORDS 


As in all double entry accounting | 
systems, general ledgers are the con- | 
trolling records from which financial | 
statements are prepared and _ also | 
which serve to coordinate all subsid- | 
iary accounting data. The general | 
ledger in many banks is machingy 
posted, and quite frequently indivi | 
ual entries are posted in total to the! 
respective accounts. Certain accounts | 
require detailed posting, however, 
such as accounts with correspondent 
banks, net worth accounts, and the 
like. The general ledger records of | 
quite a few banks are so arranged 
that preparation of the daily state-} 
ment of condition can be made di- 
rectly from the trial balance of | 
accounts. 

One of the principal subsidiary | 
records is the commercial deposit 
ledger. This ledger is subdivided 
into unit controls and each unit con- 
tains the individual checking accounts | 
of customers. These records are ma- 
chine-posted and a number of differ- 
ent posting plans are used; the most 
popular of these plans has been ‘‘ dual 
posting.” This involves duplication 
of posting to a separate ledger card 
and statement. These posting fune- 
tions are performed by alternate 
bookkeepers. Other posting plans in- 
clude single posting, ‘‘sight pay- 
ment,’’** journal payment,’’ etc. There 
are also plans that have recently 
been developed in conjunction with 
the use of electronic bookkeeping 


Pquipment. Obviously a discussion 
pf all of these could consume a con- 
siderable amount of time. However, 
‘or our purpose, the significant point 
js that there are many posting varia- 
fions. Another factor that should be 
mentioned that would apply to any 
posting plan is the current practice 
pi ‘‘deferring posting.’’ Stated 
imply, deferred posting gives the 
pank additional time to post the ae- 
sounts from the time that the items 
are received. Banks are required 
Pither to pay ‘‘on-us’’ items when 
received or to promptly return them 
0 the sender. Deferred posting gives 
she bank the opportunity of an ad- 
ditional grace period in which to 
process the items. The control ac- 
sount totals are posted ahead of the 
Hletailed posting to the accounts. 
Separate depositor ledgers are main- 
sained for savings accounts. These 
are often machine-posted and are sub- 
divided in the same manner as the 
shecking accounts. Savings accounts 
re usually arranged in numerical 
prder whereas checking accounts are 
alphabetical. Posting procedures for 
savings accounts may be on either the 
}‘unit plan’’ or the ‘‘dual plan.’’ The 
anit plan involves simultaneous post- 
ine of the customer’s passbook and 
ledger card by the teller when the 
ransaction takes place. Special ac- 
counting equipment is used for this 
purpose and has various control fea- 
tures to insure the proper handling 
and recording of transactions. The 
dual plan separates the teller and 
bookkeeping functions so that they 
are performed by different employees. 
Again, we could spend a lot of time 
talking about procedural aspects, 
however, for the present, the fore- 
going will suffice to give a general 
idea of the records used in the savings 
department. 
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Another subsidiary record com- 
monly used in the banking industry 
and one that should be mentioned is 
the ‘‘liability ledger.’’ This is some- 
what of a misnomer as it is a record 
used to record the indebtedness of 
borrowers which, of course, is an asset 
to the bank. This record is sometimes 
hand-posted, although many banks, in 
recognition of the added control fea- 
tures, have converted it to machine- 
posting. The lability ledger is in 
a sense a memorandum record. The 
loan control accounts are supported 
by notes and in many eases there will 
be more than one obligation of a 
single borrower. Moreover, the notes 
are frequently filed in maturity date 
order, The function of the Hability 
ledger is to reclassify the indebtedness 
by borrower so that his total lability 
to the bank can be ascertained. 

There are many other subsidiary 
records used to summarize details 
controlled through general ledger 
accounts. For example, the general 
ledger contains liability accounts for 
outstanding official obligations such 
as cashier’s checks, certificates of 
deposit, dividend checks, etc. Regis- 
ters must be maintained to supply 
information on the individual items 
as to each of these classifications. 
There are also accounts that are main- 
tained with correspondent banks. In 
some cases these are carried in the 
general ledger, however, where any 
appreciable volume of accounts is 
involved, they maintained in 
subsidiary ledgers. 

One more word about the typical 
accounting records of a bank. As was 
mentioned earlier, there is a continu- 
ing need for speed in classifying and 
summarizing accounting transactions. 
This dictates a certain degree of ex- 
pediency in the accounting processes. 
You will find that accounting infor- 


are 
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mation is often abbreviated or held 
to a bare minimum. Some banks might 
be considered deficient by our stand- 
ards in failing to provide adequate 
explanations of transactions. How- 
ever, it is usually possible to analyze 


the accounts, although in some in- 
stances you will find that, in order 
to do this, you may have to refer to} 
several records and to the supporting | 
data to obtain all the information 
required. 


INVENTORY 


he 
CALENDAR—FISCAL—PROBATE 
COURT—SALES—FIRE 


Now available in 13 Midwestern States. We are an independent 
inventory service—using only trained inventory personnel, specializ- 
ing in the retail business field. 


| Over 2100 satisfied accounts and in all probability, we may be servic- 
ing one or more of your accounts at the present time. 


We are not an accounting or calculating service, our service 1s linuted 
H to the taking of a physical inventory, itemized or non-itemized depend- 
' ing on the circumstances for which it is needed. 


Guaranteed Accuracy—the following is a list of the various accounts 
| we are now servicing. 


Drug Stores Clothing—all types 
| Hospitals Shoe 
| Photographie Hardware 

Grocery Supermarts Liquor 

Stationery Cigar 

Variety & Novelty Appliance 


For further information phone or write. 


Inventory Is Our Business 


MANGINI & ASSOCIATES, INC. 


Over 20 Years of Inventory Service 


800 W. NORTH AVENUE MOHAWK 4-4720 CHICAGO 22, ILLINOIS 


Let STATISTICAL’S 


DATA-PROCESSING 
SERVICE 


20% Fhe 
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ist Help Your Clients AUTOMATE 
ate & 
e+ & . 
Ask for Brochures HE To Keep Their Records UP-TO-DATE 
Sai 2 - > < ”? 
on any of these *3:,°2 Your clients don’t have to be “‘BIG”’ to take 
oe. 8 
STATISTICAL __|.33*., advantage of the latest punched card tabu- 
Services ?*:,? lating techniques to save time and money. 
3: {| STATISTICAL makes it possible for any com- 
+> . - 
Ri salectAnaly sie iy pany to get data-processing benefits without 
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* Electronic Computer 


Service Facilities at STATISTICAL include IBM 650 


computers which open up new avenues of 
cost control to management. 


Just write or phone HArrison 7-4500 
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TABULATING CORPORATION 


Established 1933 


TABULATING + CALCULATING + TYPING 
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53 W. Jackson Blud., Chicago 4, Ill. 
Phone HArrison 7-4500 
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